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Advice to 
Investors 


Purchase your securities through 
responsible dealers who have 
proper facilities for investigations 
and a reputation to maintain for 
reliable advice. 

K. N. & K. are always posted on 
general market conditions, and 
their views are at the disposal of 
investors through their monthly re- 
view of 

“The Investment Situat‘on,’ 


Write for Pamphlet K-1. 


Knauth-Nachod & Kuhne 


Members of New York Stock Exchange 
Equitable Building 
NEW YORK CITY 
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OR a convenient method 
of purchasing 


ODD LOTS 


of stocks send for Booklet 


TT..." 


Hartshorne & Picabia 
Members N. Y. 
7 Wall Street 


Stock Exchange 
Tel. 4590 Rector 





























Government 


and’ 


Municipal Bonds 
Just At This Time 


Present high interest returns, and ex- 
ceptional opportunities for investment 
have resulted from extensive govern- 
ment financing and will probably 
cease to exist when normal conditions 
return. 


Municipal Bonds 


offer unusually attractive returns. Our latest 
list affords a wide selection of issues free 
from Federal Income Taxes yielding 414% 
to 6%. Denominations $100, $500, $1,000. 


Govenment Bonds—All Issues 


Send for booklets “Bonds As Stfe As Our 
Cities” and “A Nation at War—lIts Financial 
Needs.” 
Address Dept. SW-5 
William 2. Gompton 


Government and Municipal Bonds 
“Over a Quarter Century in This Business” 
14 Wall Street, New York 


St. Louis Chicago Cincinnati 
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U. S. Steel Common 
























I have prepared a little chart covering 
the fluctuations in this stock from Oc- 
tober 15, 1917, to February 1, 1918, 
in which the holders of Puts and Calls 
cleared from $771 to $946 Net Profit 
on each 100 share Put and Call. 


Puts and Cails enable you to take ad- 
vantage of the fluctuations either way 
with your cost and risk at all times 
limited to the dollar while profits are 
unlimited or all that a rise or a decline 
in a stock permits. 


Write for booklet M-W, it explains how 
they operate. Price list and a copy of 
the above chart will be included. 


WM. H. HERBST 


Broker & Dealer in Puts & Calls 
Endorsed by members of the N. Y. Stock Ex. 
2@ Broad St., N. Y. City 


Tel. 1007 Rector Estab. since 1898 
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_ THE OUTLOOK 


An Important Conference—Big Government Steel Requirements 
—Effect on Other Industries—Comparison with 
England—The Market Prospect 
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HE results of the recent conference between J. L. Replogle, Director of Steel 
Supply of the War Industries Board, and the representatives of all the important 
steel companies of the country, are likely to be of the greatest significance not 

only to: the iron and steel industry but to the whole industrial situation of the 

United States. The principal statements of Judge Gary and Mr. Replogle are reprinted 


verbatim on another page of this magazine. 
Steel Industry to Be Rushed with War Work 


MONTH or two ago some steel men were still in doubt as to whether the de- 
mand for steel from “non-essential” industries would be sufficient to fully 
occupy the excess capacity of the steel plants above Government requirements. 

—_ But the unexpectedly rapid expansion of the Government’s war program, and 

the increased demands from our allies which have resulted from the new German offensive, 

have caused a complete change in the iron and steel situation. 

It is now believed that the Government’s war needs will absorb nearly if not quite all 
the productive capacity of the steel industry which can be used in making the kinds of 
steel required. There will be a small remainder of capacity, perhaps 10 per cent, which 
is not adapted to the manufacture of the materials needed by the Government. But aside 
from this relatively small part, the industry will be concentrated on war work. Ordinary 
commercial considerations will be entirely cast aside. The one motive will be to win the 


war with steel. P 

Capacity Production in Prospect 

HIS new situation has caused a right-about-face in the country’s greatest industry. 
Instead of doubts as to whether the plants will be fully occupied, the doubt now 
is whether they can turn out the steel as fast as the Government wants it. 

There will be difficulties of transportation, difficulties in getting a supply of 

labor, difficulties in obtaining needed materials promptly—especially manganese. But the 

strong hand of the Government is taking hold of these problems with greater energy and 

capacity than ever before. Men like Schwab, Ryan, Baruch and Stettinius have been 

placed at the helm and have been given full authority. 

The Government has organized and solidified its control of the railroads. The supply 
of the necessary materials is being systematized. And at the conference above mentioned 
Mr. Replogle made the highly significant statement that the Government would see that 
the steel companies are supplied with the necessary labor. How this last result is to be 
accomplished, and in fact whether it can be fully and adequately accomplished, remains 
to be seen; but at any rate the fact that the Government will hereafter actively cooperate 
with the steel companies in regard to labor supply will be of very great help to the industry. 
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A Far Reaching Change 


HE great importance of this change in the situation has made itself felt not only in 

the steel trade itself but also in the market. It cannot be doubted that this was 

; an important element in the-decision of the directors of the U. S. Steel Corpora- 

== tion to continue the extra dividend on the common stock, and under the new 

conditions it seems clear that the big company will be in a position to keep up this 
dividend for another six months at any rate. 

prices which the Government now allows the steel companies for their 

products permit a reasonable, and in fact a rather liberal profit, and with the fate of the 

war hanging on the supply of steel it is not to be believed that prices will be reduced. 

If these prices were just when they were established, they are just today, for there has 

been no reduction in the costs of making steel and the necessity of maximum production is 

greater than ever. In fact, if there should be a further rise in the cost of labor it is 

entirely baa that the steel companies might be compensated by some increase in the 

price scale. 


An Enlarged Scale of Production 


T IS not to be forgotten, also, that during the last two years the principal steel 
companies have accumulated large surpluses beyond the amounts paid out in 
dividends. The balances earned for common stocks, after payment of dividends, 


during 1916 and 1917 combined have been as follows: 





EE? . ccnchecubacccredeteads $95.27 
ED he ocd aca acess s she nes 92.23 
RE SRST: SSIS SG AP ar ee 68.08 
Lackawanna Steel ...... SS ee 65.40 
tine. 6 ct Uk bhp ee % op heneeee 60.86 
Midvale Steel ($50 par) .............2-02- 27.88 


These surpluses, in the case of the first two companies named, exceed the current 
market price of their common stocks. 

It is true, of course, that these surpluses have been nearly all—in the case of 
Bethlehem, more than all—reinvested in enlargement of plants and in big inventories 
carried at high prices; but these reinvestments will in themselves permit increased pro- 
duction and will therefore help to maintain current earnings at satisfactory figures. 


Comparison with English Conditions 







f T IS interesting to note how closely we are following the footsteps of England in 
i, the effect of our war program on industrial profits. In the year ended June 30, 
1915—England’s first year of war—profits for nearly all classes of companies 
were relatively small. But in 1916 and 1917 there was a notable increase in 
the profits of iron, coal and steel companies, shipping companies, rubber companies and 
miscellaneous industrials—even after the payment of the very heavy war taxes imposed by 
the Imperial Government. The industries which contributed most directly to the war work . 
were able to make satisfactory profits in spite of all handicaps. 


Prospect for the Market 


HE market for U. S. Steel common anticipated the action of the steel conference 
by about one week, rising sharply from a level around 90, where the price had 
been nearly stationary for six weeks. The industrial market as a whole sym- 
pathized with this movement, and the rails showed some improvement. Even 
the bond market, in spite of the fact that the Liberty Loan campaign was actively in 
progress, showed a noticeable stiffening of prices. e 

The stocks most likely to be benefited by the change are primarily the steel stocks» 
The coppers, where increasd government needs are also being felt, and the electric and oil 
stocks, which are closely associated with war requirements, are also likely to show improve- 


ment. We believe an upward movement in these securities is now probable. 
May 6, 1918. 
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Our Point of View 
On Vital Factors in Finance and Business 





Tremendous ETWEEN now and 
Drafts on July | the Govern- 
Capital ment’s drafts on ac- 

cumulated capital will be 
far the heaviest yet. They will include not 
only the Third Loan, to which subscriptions 
will evidently be considerably over $3,000,- 
000,000, but also the payment of income and 
excess profits taxes, which are due in June, 
to the amount of at least $3,000,000,000 
more. 

Considerable preparation, however, has 
been made to meet these demands. Large 
amounts of Treasury Certificates will fall due 
and be paid off—but again, further certifi- 
cates will probably be issued falling due at 
a later date. Our principal corporations have 
for the most part made provision for the pay- 
ment of their excess profits taxes. As to the 
preparations of individual income tax payers 
we have no means of knowing. 

The country can stand it, however. 

* # & 


Price Fixing A bill has been intro- 
Further duced giving the President 
Extended. authority to fix > charter 


rates and ocean freight 
charges. The War Industries Board plans a 
uniform price for raw wool, and conferences 
with cotton, tin plate, cement and other pro- 
ducers are going on looking to the same end. 
The Pittman Act has fixed silver at $1 an 
ounce, and the Government is now regulating 
the price of hides and skins. 

We predicted this condition when price 
fixing was begun. Prices are interrelated to 
far wider extent than might at first be thought. 
For example, it might be supposed that there 
was no connection between the price of cotton 
and that of canned salmon. But the price of 
cotton affects wool, wool affects mutton, 
mutton affects other meats, and meats affect 
canned fish. So it is throughout industry. If 
prices are to be fixed at all it is necessary to 
keep on extending the scope of the control. 

Few question the necessity of some sort of 
Government control over prices in the war but 
most of us believe it should be kept in as 
narrow limits as possible. And fixed prices 
should not be irrevocably fixed. ‘What we 
want is the biggest production. Prices are 
important only as they contribute to that end. 


Getting Down At last the Government 
to Business is placing full authority for 
at Last war work in the hands of 


men accustomed to exercise 
such authority. With Schwab in full charge 
of the Emergency Fleet Corporation, John 
D. Ryan handling aircraft production and 
Bernard Baruch in general control of war in- 
dustries, the country is drawing a long breath 
of relief and renewed confidence. 

Restrictions on industries not engaged in 
war work must necessarily be drawn tighter 
as the war work grows. The Government is 
already taking a much larger share of the steel 
production than was ever expected when we 
began the war. That will hamper a great 
variety of small manufacturers everywhere. 

It is evident that production of passenger 
automobiles must be further curtailed, not only 
to permit the diversion of steel to the war but 
also because of the war needs for mechanical 
labor. The process of curtailment must spread 
gradually in other lines. We are concentrat- 
ing on the war—at last. 


se S 
“All Hands The Controller of the 
Around” for . Treasury's recent _ state- 
the Banks. ment showing that 543 Na- 


tional Banks in 101 cities 
now have $2,828,000,000 on deposit to the 
credit of other banks and trust companies, in- 
dicates the extent to which the banking system 
of the country is now a unit. Banking insti- 
tutions are linked together by these deposits 
into a net-work covering the entire nation. 
Most of these deposits, also, are by State 
banks and trust companies in National Banks; 
so that the two sections of our banking power 
are joined together in a very practical way. 
While the general flow of these inter-bank 
deposits is naturally Eastward, because a 
greater number of powerful National Banks 
are located in the East, that is by no means 
exclusively true. For example, out of $746,- 
000,000 deposits carried by Middle West 
banking institutions with National Banks, 
$510,000,000 had remained in the Middle 
West, and $212,000,000 was in Eastern 
cities. Southern banks had $72,000,000 on 
deposit in the Middle West, compared with 
$166,000,000 in Eastern cities. 
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Some of the originators 
of the ingenious “chain- 
letter’ scheme used to in- 
corporate in the letter—of 
which each recipient was adjured to make and 
send out three or more copies to others—not 
only a fervent blessing if this was done but 
also an equally fervent cursing if it wasn’t. 

This will not be necessary in the case of the 
various chains now being started in different 
parts of the country for the sale of War Sav- 
ings and Thrift stamps. It is a peculiarly 
happy idea, for the Government will get the 
money expended for postage stamps as well 
as for the War Savings and Thrift stamps 
sold. So if you get one of these letters 
“Don’t break the chain.” 

The law provides for a total issue of $2,- 
000,000,000 War Savings Certificates, 
which represents their redemption value after 
five years. The plan has made a slow start 
—that condition seems to be chronic with 
every form of our participation in the war. 
So far about $200,000,000 worth of the 
stamps have been sold. They were first 
offered last December. But the Treasury 
Department believes that the people are “‘just 
waking up,” and that sales will increase 
rapidly. 


“Don’t 
Break 
the Chain!” 


+ + 


Railroad The sum of $76,000,- 
Presidents 000 loaned: by the Govern- 
Rub Their Eyes. ment to the railroads to meet 

current maturities is enough 
to make an old-time railroad president rub his 
eyes and pinch himself. More than half of 
this went to the New Haven system, where it 
was most urgently needed. Smaller amounts 
went to the New York Central, Pennsylvania, 
B. &. O., Rock Island, Wabash, Minneapolis 
& St. Louis, etc. 

Gone are those days when the Govern- 
ment and many of the people looked upon the 
railroads as congenital criminals convicted 
before the act. After a little taste of how the 
Germans do it, Uncle Sam is getting reason- 
able. He needs the railroads. He needs, in 
fact, a good deal more railroad than he has, 
and he begins to realize that one reason why 
he hasn’t any more is that he has been too 
mean to deserve any. 

It isn’t exactly a death-bed repentance— 
for Uncle is still a long ways from his death- 
bed; but it reminds us of the humility of the 
hunter cornered by a grizzly who prayed, 
“Oh, Lord, I dunno as I deserve much help, 


but if you can’t help me for goodness’ sake 
don't help the bear!” 
* 


¢ * 


McAdoo has placed 
orders for 1,025 locomo- 
tives, enough to keep the 
American and Baldwin 
companies busy for about nine months, of 
six standard types—the Mallet, Mountain, 
Pacific, Santa Fe, Mikado and Switch. All 
of these types have of course been worked out 
by long experience in American railroading. 
The standardization consists chiefly in the har- 
monizing of details rather than in any radical 
departures. 

These locomotives will bear only the 
initials “U. S.”" This will be a novel sight 
on the American railroad and the results of 
the experiment will be instructive. 

There are now about 500 variations of 
locomotives in use. Many are out of date. 
But there are difficulties in standardization be- 
cause of the varied conditions under which 
the engines must work. These are enumerated 
as follows by an experienced railroad man: 
bridge limitations, tunnel clearances, track 
strength, gradient, alignment, climatic, fuel, 
water, labor, engine house, shop, length of 
run, train loading, passing track, divisional 
and terminal yard and “‘other operating con- 
ditions.” 

The Harriman Lines attempted standard- 
ization, but afterward modified the idea to 
the interchangeability of detailed parts. 

* 


Still Working Although the Govern- 
Without a ment has been managing 
Contract. the railroads for four 

months, the contracts pro- 
vided for in the law have not yet been ar- 
ranged. None of the roads, therefore, know 
exactly where they stand, and some of them 
have very little idea. The difficulty seems 
to be that the Interstate Commerce Com- 
mission is still trying to drive sharp bargains 
with the roads, having learned nothing from 
the sad experience of the country last winter 
when our war preparations were held up by 
inadequate transportation. 

The country wants the roads properly com- 
pensated. It wants a definite and reasonably 
liberal arrangement made with them at once. 
It believes that such an arrangement is es- 
sential to the progress of the war. The country 
has waked up. Can’t the I. C. C. wake up 


too? 


Interesting 
Experiment in 


Locomotives. 











America’s First Discount Bank 


An Important Banking Innovation—George A. Gaston, Its 
President, Explains Purposes and Functions of New 
Institution— Max May, Managing Director, Sug- 
gests Further Banking Reforms 





[With the object of making the money markets subservient to commercial interests only, Mr. 
Max May makes two striking and revolutionary suggestions in the article which follows. Coming 
from so well known an authority on monetary matters, Mr. May’s suggestions will undoubtedly be 


read with the greatest interest by the banking and financial worlds.—Editor.] 








HE war has turned the financial 
systems of the world upside 
; down. 

The kind of conservatism 
popularly associated with finance in the 
past has given way now to methods which, 
although absolutely sound, would hardly 
have been  counten- 


virtually vanished with the advent of the 
Federal Reserve Bank. This government 
institution stabilized money rates to a con- 
siderable degree by assuming control of the 
general financial situation. It took away 
the power of cliques which had manipulated 
rates, and centralized power where it be- 
came a help rather 





anced a short time ago. 
Finance is, as a matter 
of fact, fast being 
revolutionized to meet 
the exigencies of the 
present. Conservatism 
has been supplanted by 
aggressiveness. 
America now dom- 
inates the money of the 
world. New York has 
usurped _ London’s 
leadership, or taken 
over much of the 
power and _ influence 
she formerly wielded 
throughout .the world. 
Wall Street is more 
securely intrenched, 
and in an altogether 
much healthier condi- 
tion than ever before. 
A decade ago the 


Mr. George A. Gaston 


than a hindrance to 
borrowers. The eman- 
cipation, therefore, of 
the commercial bank 
and commercial bor- 
rower would seem to 
be at hand. The 
money rate of the fu- 
ture will probably be 
the discount rate and 
not the call money rate. 
This is both desirable 
and inevitable because 
of business and bank- 
ing evolution taking 
place at present. 

The war presented 
to this country the 
great opportunity to 
securely intrench _it- 
self in the world’s 
commerce. It was ob- 
vious from the begin- 





United States. was in- 
formed once or twice each year that “Wall 
Street has had another panic.” The whys 
and wherefores of each succeeding panic 
were as numerous as they were vague. How- 
ever, it was almost invariably attributed 
to some inexplicable condition of the money 
market. At such times money rates soared 
skyward while the prices of securities 
dropped cellarward. 
Money Panics Past 
It now appears that the money panic 
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ning that our credit 
resources must be made as mobile and 
efficient as our army and navy. The neces- 
sity for financially sustaining our commerce, 
both domestic and foreign, was too apparent 
to permit of controversy. In order to 
achieve this most desirable and profitable 
result it was necessary that a broad dis- 
count market be established. Credit was 
more vital than ever before, and it had to 
be broadened and made more liquid. 


Thus the value of the trade and bank 














158 


THE MAGAZINE OF WALL STREET 





acceptance began to receive recognition 
in this country. Undoubtedly the world’s 
ideal credit instrument, the trade accept- 
ance, long ago did more than anything else 
to build up England’s great export busi- 
ness. This had been no secret, yet no one 
seems able to satisfactorily explain exactly 
why this country was so slow in appreciat- 
ing and employing the trade acceptance. 
Even today, despite the fact that the Fed- 
eral Reserve Banking System encourages 
their use, only one out of every forty of 
the 8,000 member-banks deal in them. The 
war credits board told manufacturers 
months ago, in effect at least, that those 
seeking advances from the government on 
contracts must use acceptance credits in the 
purchase of raw mate- 


ciers, and Max May, until recently vice- 
president of the Guaranty Trust Company 
Mr. May is one of the country’s most ex- 
pert judges of foreign exchange and inter- 
national banking relations. This bank has 
a capitalization of $2,000,000 and a surplus 
of $200,000. It began operations at 35 
Wall Street the middle of April. Mr. Gas- 
ton is president and Mr. May is managing 
director. 

The purposes and functions of the dis- 
count bank are explained by Mr. Gaston 
in the following statement: 

“We hear much these days about render- 
ing service for the purpose of building up 
and holding our foreign patronage. Most 
of this propaganda consists of statements 
relative to proper pack- 





rial, and exhaust this 


ing and other features— 





credit resource before 
asking the government 
to advance funds. 
Until quite recently 
there was not a single 
discount or trade ac- 
ceptance bank in this 
country. On the other 
hand eighteen such in- 
stitutions have long 
been established in 
London alone. They 
employ over $50,000,- 
000 capital. These 
companies not only 
render most helpful 
services to their clients 
by making cheap 
funds quickly avail- 
able, but they also 
’ make substantial divi- 





Mr. Max May 


important, but matters 
of detail. Of greatest 
importance is the mat- 
ter of credits. What 
this country needs to 
maintain its recently 
won supremacy as an 
exporter is adequate 
shipping facilities and 
a more elastic credit 
system. It appears 
now that in future we 
will have less trouble 
about overseas ship- 
ping, so the matter re- 
solves itelf more or 
less down to one of 
credits and proper 
or beneficial financing. 
We will not accept de- 
posits like banks nor 





dends for their share 
holders. 

America’s Pioneer Discount Bank 

The advantages of the trade acceptance 
over the old system of “open accounts,” 
which tied up billions of dollars worth of 
credits, are far too numerous and too gen- 
erally understood today to require elucida- 
tion here. It is, however, of more than 
passing interest to consider the aims and 
functions of the first discount bank to be 
established in this country—“The Foreign 
Trade Banking Corporation.” 

This institution was organized by George 
A. Gaston, among the best known and most 
aggressive of the country’s younger finan- 


transact a general 
banking business. In other words, this 
bank will not compete in any way with the 
established banking institutions. Naturally 
enough a great amount of educational work 
must be done among the banking institutions 
generally throughout the country so they 
will understand fully the value of trade ac- 
ceptances. Such knowledge will enable 
them to render a real and constructive service 
to their own patrons. ; 

“Beyond dispute the establishment of the 
Federal Reserve Bank was the most pro- 
gressive step taken by this country in man) 
years. It has proved a great boon to the 
industrial and commercial life of the coun- 
































AMERICA’S FIRST 
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DISCOUNT BANK 





try, and, while it gives needed elasticity to 
the country’s banking capacity through its 
rediscounts of commercial paper, it main- 
tains direct relations only with banks. Our 
discount bank will offer rediscount facili- 
ties to banks, and will go even a step further 
by extending service to firms and individ- 
uals also.” 
Mr. May’s Suggestions 


Asked by THE MacGazIne oF WALL 
STREET to comment on the discount bank 
and the banking situation in general, Mr. 
Max May said: 

“The sphere of the discount bank activ- 
ity is largely beneficial to the other banks 
whose short-time obligations, such as ac- 
ceptances arising from mercantile transac- 
tions between the buyer and seller of 
commodities, they discounted freely at open 
market rates. These open market rates are 
ordinarily well below the Bank of England 
rate and express to a nicety, by a slight 
shading either upward or downward, the 
discount houses’ opinion regarding the 
drawee’s standing. 

“Large amounts of bills thus purchased 
by the discount houses are carried until 
they find purchasers on the part of the in- 
vesting public corporations, banks, bankers 
and others. 

“Unlike our public, the people in Eng- 
land and elsewhere do invest freely in bank 
acceptances, recognizing that this is a safe 
and liquid form for short-time funds at 
slightly better rates than banks allow on 
demand deposits. 

“The banks in turn, recognizing the im- 
portance of discount companies, are lenders 
of money to them at call rates from day to 
day receiving as security acceptances dis- 
counted which are released again on pay- 
ment of these loans. 

“Although the English discount com- 
panies are large, and carry large deposits, 
the necessity for borrowing on their part 





frequently arises, because of large discounts 
bought by them. 

“Contrary to our experience in this coun- 
try a purchase of bills in England at open 
market rates, and a borrowing of money 
subsequently in order to carry the bills, 
seldom means a loss to the discount house. 
Rather the contrary holds true, and profits 
are the rule by such operations. 

“Why this discrepancy in conditions be- 
tween here and England? ; 

“London has been the financial center 
of the world prior to the war which upset 
conditions and made America the arbiter 
of world finance. 

“Much as we like to continue to hold 
sway in these new fields our reign will be 
but a short-lived one unless we follow Eng- 
land and other nations in bringing about 
these changes in our own money markets 
to conform to their (English and other) 
practices : 

“(1) Eliminate daily stock settlements 
(unless they be for cash) and substitute 
fortnightly settlements, say every 15th and 
last of month, thus freeing the call money 
market from the Stock Exchange or vice 
versa. 

“(2) Enact an amendment to our Fed- 
eral Reserve Bank regulations permitting 
such institutions to advance money freely 
from day to day (call money) to member 
banks and others on the security of prime 
eligible bank and bankers’ acceptances. 

“When this has been done we will have 
a real money market subservient to com- 
mercial interests only, and under the di- 
rection of the Federal Reserve Bank where 
its control should lie. 

“Discount banks will then find their 
place readily and quickly as a necessary 
adjunct in a financial network supporting 
our country in the difficult task of, keeping 
industries and commerce going in the fight 
for trade supremacy after the war.” 














Steel Industry Concentrates on War 


Important Meeting of Nation’s Leading Steel Men—Non- 
Essentials to Be Side-tracked—The Industry Pledges 
Itself to Give Government Work Precedence 





At one of the most important meetings in the history of this country, about fifty of the 
leading steel manufacturers, covering the entire industry, recently pledged themselves to 
bend every effort to forwarding the Government's war program. 

At this meeting the fact was brought out that the Government’s needs have expanded 
until they are far beyond the expectations of the trade. In fact, it is now believed that almost 
the entire capacity of the country’s steel and iron trade for the remainder of 1918 will be 
required for Government work or work contributing directly to the war program. 

We consider this meeting of such importance that we reprint verbatim most of the re- 
marks of Judge Gary, who was naturally the principal speaker for the steel men, and of Mr. 


Replogle, who spoke for the Government.—Editor. 


Judge Gary: 

“Gentlemen, we are here today to con- 
sider whether or not we can do more in 
providing the requisites for winning the 
war. 

“We all recognize that one of the first 
essentials is steel, that it is almost as im- 
portant as food; that the soldier can do 
nothing without steel and that nothing can 
be taken to the soldiers except by the use 
of steel. And we have been endeavoring to 
ascertain what more if anything could be 
done, what negligence if any there has been 
with’ respect to the performance of duty up 
to the full measure by any of the manu- 
facturers. We believe that more can be 


done. 
War First 


“When the Committee ascertains that the 
total capacity of the country is being used 
for the benefit of the military, and that it 
is insufficient, then we are willing to in- 
crease capacity. And in this connection 
that war’s necessities must always be at the 
top and in front, that non-essentials must 
be dominated by military necessities, non- 
essentials of all kinds and in every par- 
ticular must be subservient. If the mills 
need more pig iron, pig iron must not be 
utilized for non-essentials until the military 
necessities are fully supplied. The. ques- 
tion of making money, while always im- 
portant and necessary forthe nation, is of 
no importance when compared to the im- 
mediate necessities of the Government for 
the production and delivery of the things 
which it demands and finds necessary for 


military purposes. 


Must Co-ordinate 


“Therefore our whole business must be 
managed in such a way as to secure the 
best results for the Government, even 
though at times at the expense of produc- 
tion in some lines less essential and the 
making of money for the owners’ property. 

“We have reached perhaps a crisis in 
this war’s history. We are called upon by 
the Government for more and more work 
and more and more material. And the 
Government has placed Mr. Replogle, as 
Director of Steel Supply, in the immediate 
and absolute control of this situation. Mr. 
Replogle has been requested, if not directed, 
by the War Industries Board and at the 
request of other high departments in Wash- 
ington, to take any and every step he con- 
siders would be of advantage in securing 
what is so much needed at this time in the 
lines which we represent. 

“We have not yet approached the posi- 
tion which is occupied by Great Britain and 
perhaps other nations. And one of the 
things which has been suggested, and which 
Mr. Replogle has delayed putting into effect 
at our request, is the question of enforcing a 
rule or an order for the application of a 
license to sell and ship our materials not in- 
cluded in those which are called preferential 
and which are on the preferential list, so as 
to make it necessary that a mill shall not be 
operated for the business of manufacture 
conducted in such a way as to ship the 
products less essential which directly or in- 
directly may be to the prejudice of those 
which are essential. 

“Now this step may become absolutely 
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necessary. If it does, if so decided by the 
department, then we must gracefully submit, 
even though we might be of the opinion that 
as a total net result it might not be to the 
general interest of the country. As I take it 
this does not méan that if in the manufacture 
of essentials there are certain discards which 
can be utilized for other purposes, not essen- 
tial and without interference with the full 
supply to the Government of what is neces- 
sary and what can be furnished, there would 
be any objection. But it does mean that in 
our operations we must do nothing which is 
calculated to reduce the supply of steel for 
military purposes for this country, and for 
our allies who are engaged with us in the 
defense of their rights and in the defense of 
our rights, in the defense of civilization 
itself.” 

Mr. Replogle: “It is my firm conviction, 
and it is a proven fact, contrary to the gen- 
eral impression that there is a surplus of 
steel, that there is a very decided and acute 
shortage, which is delaying the war pro- 
gram. I do not say that in most lines 
there is not sufficient capacity, if that ca- 
pacity was fully utilized. If they had 100 
per cent fuel and 100 per cent labor condi- 
tions, and 100 per cent transportation con- 
ditions, I feel that in most lines of steel 
products the war necessities could be fully 
met. But that is not the condition. 

“We do not have 100 per cent fuel, trans- 
portation or labor, and we are not going to 
have. Transportation conditions are not 
materially improving in a general way; 
some places they are and other places they 
are getting worse. And when we consider 
the situation as it is today, with the wonder- 
ful weather conditions and transportation 
conditions, we are shuddering when we con- 
template the Winter season before us. The 
building construction and plans of the 
United States Government, incidentally, 
are some 20 per cent right now in excess 
of the total building construction’ of the 
United States for the three-year period, 
1915, 1916 and 1917—the United States 
construction program alone, 20 per cent. 
And that program is advancing into 1918 
and 1920. There was just authorized 


yesterday the construction of the South 
Brooklyn warehouse, for instance, at an ex- 
penditure of $45,000,000 largely struc- 
tural steel, but even that job requires 56,000 
tons of steel. 


And that is only indicative 


of the plans that are in contemplation. We 
need hundreds of millions of dollars’ worth 
of hospitals; they are commandeering Sum- 
mer hotels and eliminating some of that 
work in that way; but the United States 
construction programme is enormous, I 
think far beyond the impression of almost 
any of you. 

“T have made a little statement here show- 
ing in a general way the present situation 
as regards the principal steel products. On 
plates, which is one of the most important, 
if not the most important, product we have, 
at the rate of production for the past three 
months there are now thirty-two weeks roll- 
ing, about eight months rolling, on the 
books; and the business is being entered al- 
most every week at a greater ‘rate than it 
is being produced. Eight solid months! 
And with the exception of some Emergency 
Fleet material—and practically all that will 
be wanted before the expiration of that time 
—practically all of this is wanted im- 
mediately. An enormous percentage of it 
is needed now. It is not only needed for 
our own operations, but for those of our 
allies. We have 52,000 tons to place this 
last week for the Italian Government, very 
urgently needed by the Italian Government 
—52,000 tons and yet we do not know where 
to get it without seriously affecting our own 
ship building and necessary railroad con- 
struction. 


Months Behind on Plates 


“We received yesterday 15,000 tons addi- 
tional from the British, and that is coming 
in right along, and that will be three or 
four hundred thousand tons of plate. Some 
of the plates which we have for Great Brit- 
ain are now four or five months over-due. 
They are furnishing General Pershing an 
enormous tonnage of material, which at the 
last report approximated one million tons, 
which General Pershing has agreed to re- 
place from this country, in the lines like 
plate and some pig iron. We are getting 
60,000 tons of iron, which we have to send 
over there, and then other material. But 
there are thirty-two weeks, of which twenty- 
six weeks is direct United States and allied 
Governments. I want to impress that on 


you, twenty-six weeks right now. 
On projectile steel we have thirty-six 
weeks rolling, all of which, of course, is 


for the United States and allied Govern- 
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ments. Mr. Mackle is handling the projec- 
tile end for us very well—shows that they 
have just reached the point in their program 
where their consumption of projectile steel 
is going to be enormous. We will have to 
have at least five million tons this year.” 

Mr. Topping: “Is that for all sources, 
allied and our own Government?” 

Mr. Replogle: “Yes, for all sources. We 
are rolling so much projectile steel on rail 
mills, and the rail situation is becoming so 
acute—the Director General of Railways 
says he will have to have two million tons— 
and any increase in rail production will 
necessarily increase our trouble so far as 
projectile steel is oncerned. 

“On rails at the rate we have been rolling 
in the last three months we have ninety- 
two weeks’ work ahead of us, ninety-two 
weeks, almost a year and three-quarters at 
the rate we have been going. On sheets we 
have less tonnage probably comparatively 
than the others; but we have twenty-four 
weeks’ outputgat the production of the past 
three mnths sheets. I have here some 
details whichWI will give some of you a 
little later in reference to the particular 
orders, some of which have been delayed 
for several months. And we have addition- 
al orders for sheets, some 30,000 tons there, 
that we don’t know where to place right 
now without affecting the delivery of other 
important orders now on the books. On 
seamless tubes there are twenty-seven weeks 
at the rate we have been running. And on 
structural shapes it is the general impres- 
sion that owing to the curtailment of build- 
ing construction structural shapes will be 
comparatively easy. But the Emergency 
Fleet and new car construction, which in- 
volves a million three hundred thousand 
tons, and the fact that on many heavy shape 
mills we are now rolling projectile bars, 
means that we are having a good bit of 
difficulty in getting the required tonnage of 
structural shapes, notwithstanding the 
heavy curtailment of general building con- 
struction. 


Requirements on Shapes 


“On merchant bars we have twenty-eight 
weeks. 

By the way, on structural shapes tre di- 
rect Government requirements alone tsday 
are fourteen weeks. On tin plate there is 


twenty-three weeks, on pipes and tubes 


twenty-eight weeks, wire and wire products 
nineteen weeks, and on the all-steel prod- 
uct report as taken from your records we 
have thirty-one weeks’ operation at the 
production of the past three months, which 
has averaged about 640,000 tons per week, 
a little over 30,000,000 tons annually. 

“The Canadian Government has ship- 
yards, and very good ones. We had a par- 
ticular case up a week ago where they had 
one seven thousand ton boat, another fifty- 
five hundred ton boat, for which we were 
unable to give them steel, and unless they 
received the steel immediately they would 
be unable to get those boats out on the high 
seas before the closing of navigation on the 
St. Lawrence. 

“The Allied Council in Paris has asked 
for material for some Canadian Govern- 
ment cars to relieve the congestion at Amer- 
ican ports, and to utilize to the greatest 
extent the ports at Sidney, and Halifax, 
thereby giving better ship movements. 
There is about four days’ difference, which 
is a big factor. We have to give them some 
steel. 

“Now the immediate cause of this meet- 
ing was a direct and positive order which 
I have received from the War Industries 
Board and from Mr. Barruch personally, 
who has, under the authority of the Presi- 
dent of the United States, Commander-in- 
Chief of the army and navy, delegated to 
him the powers as to priority of material 
and other things. And after consultation 
with the transportation people and the fuel 
people it was decided to go practically to 
the English system of an absolute prohibi- 
tion on the consumption of any iron or the 
manufacture of any steel except for abso- 
lute war necessity. That has been done in 
England for several years. 

“We appreciate that that is pretty drastic 
and involves great trouble to everyone con- 
cerned, and I was in hopes frankly that 
that could be avoided. 

“T received a positive order to do that, and 
I have asked permission to withhold that 
until I learned the results of this meeting. 
Because unless we are given very definite 
information from you gentlemen here that 
the war necessities will have a greater 
order of preference and priority than they 
have been given, why that order will be put 
into effect immediately. 

“We are not satisfied—I had two hours 


























before the Senate Committee a couple of 
weeks ago, and I received a pretty drastic 
examination, and I stated then that the steel 
industry had met the situation, and without 
exception they were oo-operating but the 
more I get into it, gentlemen, it requires a 
considerable stretch of my imagination to 
be able to say that, because some of you 
have not played the game. As a general 
rule you have. 

“A great many of you—practically all I 
will say of the contractors who have British 
shells—are far behind in delivery; some of 
them for three or four months. 

“As General Haig says, their backs are 
against the wall, and the Kaiser is not going 
to wait, and we are not satisfied to wait on 
those shells if there is any way of getting 
those shells. 

“If there is a shortage of fuel, if there is 
a shortage of ingots, it must fall on the 
less essential product, and the more essen- 
tial and direct Government necessities must 
have such a degree of priority that that ma- 
terial must come. We do not like the ex- 
pression “doing your bit,” we want you do 
do your all. It is past the point where 
doing our bit is satisfactory. 


Commercialism Sidetracked 

“This is a crisis, and commercialism, 
gentlemen, must be absolutely sidetracked. 
There is just one thing that we have to do, 
win the war; and we must give them suffi- 
cient steel to do that. That is your job and 
my job. And I must speak frankly to you 
because those are my instructions. 

“We have a force of men now checking up 
ingot production. We want to know where 
there may be a surplus of ingot capacity or 
pig iron capacity. And some of you gentle- 
men ‘say we have a surplus of this or that 
and can put that in this commercial order. 

“We are going to go into your plants and 
take that pig iron under Government com- 
mandeering order, or we are going to take 
that steel and give it to another steel manu- 
facturer who is short, if that other steel 
manufacturer is working on Government 
material. That has been determined abso- 
lutely. There is too great a percentage of 
non-war material being produced. 

“The Garfield order of January 17th has 
been severely criticised by all of us, I think, 
as being very drastic. And when we study 
the charts at Washington and see the trend 
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of steel production at that time, that many 
of the more important products fell off 
over fifty per cent, and see the improve- 
ment in the shipments of that same 
product immediately after that order, why 
we cannot help but believe that under the 
conditions it was the only thing todo. Sev- 
eral hundred ships tied up for lack of coal. 
We dare not reach the same position on steel 
that Dr. Garfield did on coal. 

“And incidentally my opinion and the 
opinion of people far better qualified to 
judge of that than I am, the situation on 
fuel this Winter is going to be far worse 
than it was the past Winter. The fuel 
people feel that, and the railroad people, 
many of them, feel that.” 


Railroad Problems 


Judge Gary: “Will that be on account 
of railroad deficiencies ?” 

Mr. Replogle: “Yes, and the general 
railroad condition down in the East par- 
ticularly, the rapid expansion of necessary 
industries and big warehouses and things 
of that kind that are going to complicate 
the railroad situation. 

“Indications are that there must be a de- 
cided and very drastic cut. At a confer- 
ence which I attended yesterday, called by 
Mr. Baruch, he had Mr. Hurley and Mr. 
P. A. S. Franklin, and the War Trade 
Board and other representatives there, the 
shipping situation was found to be so acute 
that very drastic measures must be taken 
as to restricting imports of other than war 
materials. 

“T feel personally that they have gone too 
far on their restrictions as to manganese 
And incidentally, Mr. Farrell, Dr. Leith and 
Mr. Sanford would like to come up tomorrow 
to discuss that with you; and I told them 
that would be satisfactory.” 

Mr. Farrell: “I am glad to see that they 
are beginning to agree with the figures that 
we submitted six months ago.” 

Mr. Replogle: “They do not agree with 
them. But it is the opinion of most people 
there that the War Trade Board is wrong. 
But we must reach a decision on that man- 
ganese question very promptly.” 

Mr. Farrell: “The decision is, getting 
ships to transport the ore from Brazil.” 

Mr. Replogle: “Dr. Leith is going to at- 
tempt to show you that it is unnecessary. 
However, you are better qualified to state. 
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But my general impression is that the War 
Trade Board is wrong. It was very defi- 
nitely determined here that if the manganese 
situation was as bad as Mr. Farrell has in- 
dicated in his letter, that it must be immedi- 
ately corrected, and it will be correctéd after 
this conference. 

“There are things coming up, gentlemen 
—there is one matter involving an enormous 
tonnage of steel that is yet in a very con- 
fidential state and I cannot touch on it; 
but I can tell you that the government pro- 
gram in practically all lines of steel is so 
far in advance of the estimates which I 
have seen in the trade papers that if you 
were all in possession of that information 
you could readily see the acute necessities 
of the occasion. 

“T believe that if we have the assurance 
here of every one that they are going to 
devote all of their energies absolutely to 
war necessities until the steel situation im- 
proves to such an extent that other less 
essential demands can be taken care of, that 
we might avoid the necessity for doing 
something which, gentlemen, is going to 
make us take control of your industries 
away from you. The railroad people have 
in a measure lost theirs. And while I am 
not actively in the steel business today I 
would very much regret to see action taken 
which I'am positive will be taken unless 
every steel manufacturer just puts his nose 
right up against it and devotes absolutely 
all of his energies to the one thing of win- 
ning this war.” (Applause.) 

Mr. Dupuy: “What has been done by the 
Government towards the commandeering of 
labor? Has anything been done about that? 
That is the basis of most of our troubles just 
now, I think, Mr. Replogle.” 

Mr. Replogle: “Well, Mr. Dupuy, I am 
not going into the labor situation. I think 
all of you understand the situation, and it 
is a situation that is not the easiest thing to 
handle.” 

Mr. Dupuy: “You stated the case of the 
Crucible Steel Company being more derelict 
in their duty than anybody else.” 

Projectile Steel 

Mr. Replogle: “I said a glaring instance 
of that was in regard to projectile steel. I 
said practically all of the manufacturers of 
projectiles are behind, and there are many 
others that are in the same position on plates 
and other necessities of that kind which are 


just as urgent or possibly more so than 
your shell.” 

Mr. Dupuy: “The reason I mentioned it 
was because men have been at our gates 
within twenty-four hours and taking our 
men away. Should not the Government 
commandeer that labor and make those fel- 
lows work ?” 

Mr. Replogle: “That is a condition that 
is more or less true in normal times.” 

Mr. Dupuy: “That is one of the reasons 
you are not getting material all over the 
country.” 

Mr. Replogle: “Labor will be supplied 
to the essential industries in such quantities 
as will permit the maximum operation.” 

Secures Pledges 


Judge Gary: “I would like to start at this 
point and secure the pledges of all who are 
here. Perhaps you can formulate a pledge 
better than I but I had thought, in fact, Mr. 
Topping had urged, that we secure a written 
pledge. I think perhaps we can take these 
pledges today, we have a stenographer, and 
I brought him here largely for that purpose. 
I think we can take them down in such a 
way as to make them just as binding on all 
of us.” 

Mr. Topping: “May I suggest, it oc- 
curred to me that we might take that pledge 
to our works and extend it down the line to 
the important people on whom we are de- 
pending to a large extent to get their earnest 
endeavor back of it also.” 

Judge Gary: “I have just sketched this 
pledge. See what you think of it. If it 
can be made any stronger I would like to 
have you suggest the amendment, gentle- 
men.” 

“For myself, my corporation or my firm, 
I pledge the prompt production and deliv- 
ery of the largest possible quantity of ma- 
terial in our departments that is or shall be 
required by the United States Government 
for the necessities of itself and its allies, 
and agree that all other lines of our busi- 
ness shall be subordinated to this pledge, 
and all this in accordance with the request 
of the War Industries Board.” 

Mr. Topping: “I think that covers it 
well. I move the adoption of it.” 

Judge Gary: “Now, gentlemen, are you 
ready to have a roll call? Mr. Clarke, will 
you call the roll, and we will take a vote, 
yes or no, on this resolution.” 


ALL VOTED YES. 
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Sebastian Spering Kresge 


Started Business Twenty Years Ago in Small Shop in 
Memphis, Tenn.—Today, He Directs Operations of 
163 Separate Establishments, Representing an 
Investment of $7,000,000 





By HARRY DAVIS 





HERE was a time, in the good old 
days, when the savage enthusiasm 
of the country boy was rent 

asunder by the jeers of other youngsters, 
combined with the handicaps of being the 
son of a prosperous farmer. Not so 
with Sebastian Spering Kresge—he 
wanted to be one of the “city folks.” 
Managing a corps of farm hands, as far 
as he was concerned, could not be com- 
pared with the joys one could derive 
from solving business problems in a “big 
city.” 
Early Days 

Sebastian Spering Kresge saw the 
break of day in Bald Mount, Lacka- 
wanna County, Pa., on July 31, 1867— 
nearly fifty years ago. Today he is at 
the head of one of the most interesting, 
if not the most stupendous, of all busi- 
ness enterprises—a retail chain store sys- 
tem. His father, Sebastian Kresge, gave 
the boy full advantage of such educa- 
tional facilities as the neighboring towns 
then afforded. As a boy, Sebastian S. 
Kresge attended the little country school 
and for two winters went to the school 
at Brodheadville, Pa. Later he entered 
Fairview Academy, and it was about this 
time that he felt a yearning within him 
to earn his living as a school teacher. 
He continued in this capacity during one 
winter’s term, following which he worked 
for six months in a grocery store in 
Scranton, Pa. Again he returned to his 
father’s farm, where he remained until 
the following fall, when he entered East- 
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man’s College, in Poughkeepsie, N. Y., 
graduating in March, 1889. 


Finding Himself 
Now followed a period of miscella- 
neous occupations, for young Kresge 


did not content himself with the hum- 
drum duties that were assigned to a man 
of twenty-two. There was within him 
the spirit which had sent so many men 
of the same strain from the country to 
become part of the “big city.” For a 
time he sold insurance; then household 
articles, and for a slightly longer period 
he was employed in a wholesale produce 
store. Having saved up some money, he 
now purchased a half interest in a bakery, 
but this enterprise did not prove profit- 
able and he terminated his connection 
with it and obtained employment as a 
book-keeper in a hardware store, in 
Scranton, Pa. Altogether he spent two 
years in Scranton, where he gained such 
practical business training as was needed 
to stand him in good stead as a salesman. 

From 1892 to 1897 Mr. Kresge rep- 
resented a firm of tinware manufacturers, 
W. B. Bertel & Son of Wilkes-Barre, Pa., 
as road salesman, and this was his most 
permanent employment before he decided 
to engage in business on his own account. 
Here it was that he saved up about 
$8,000 which was the nucleus of his pres- 
ent fortune. With this sum in hand he 
went to Memphis, Tenn., and there began 
his independent business career by buy- 
ing a half interest in a five- and ten-cent 
store. “Big values” was his earliest trade 





166 


OO _....2. eee _:_,_,___._::_#!nnnn 
THE MAGAZINE OF WALL STREET 








phrase, and the people who patronized 
the young firm soon realized that .they 
were giving their customers liberal treat- 
ment. The result was such a rapid in- 
crease of business that the two partners 
decided to open a similar store in Detroit, 
Mich. It was not long before this ar- 
rangement caused inconvenience, and two 
years later they decided to dissolve the 
partnership, Mr. Kresge exchanging his 
interest in the Memphis store for his 
partner’s interest in the Detroit store. 
Following this transaction Mr. Kresge 
naturally removed to Detroit. 


“The Buyer Be Pleased.” 


While Mr. Kresge’s business success 
ranks him among the “merchant princes” 
of America, it can be said that the build- 
ing up of his great mercantile enterprise 
is due largely to the fact that he believes 
great success can only be founded on 


the satisfaction of customers. He was 
willing that discontented customers 
should be satisfied and he instructed, 


even in the early days of the Kresge bust 
ness, his clerks and department heads to 
be absolutely fair in all relations with 
customers. Mr. Kresge realized also 
that discontented workers would inter- 
fere with the success of his enterprise 
and he established a merit system of pro- 
motions, which made it possible for any 
deserving employee to rise to a position 
of importance or authority. 

In 1912 Mr. Kresge was at the head of 
a chain of 64 stores located in many cit- 
ies of the country, an expansion resulting 
entirely from the reinvestment of sur- 
plus profits. In May of that year Mr. 
Kresge incorporated his interests with a 
capitalization of $2,000,000 cumulative 
7 per cent. preferred stock and $5,000,000 
common stock, under the corporate name 
of the S. S. Kresge Company. The new 
money provided by the sale of this stock 
enabled the company to open 74 new 
stores between 1912 and 1915—at the 
rate of about 20 new stores a year—five 
times the rate at which they were in- 
creased prior to 1912. At the end of 
1915 the additional stores brought the 
total up to 138, while in 1916 another 25 
stores were added to the chain, making a 
total of 163. The sales at all of these 


stores during the past year amounted to 
more than $31,000,000. 


Size of the Kresge Enterprise 


To give an idea of the place that the 
Kresge enterprise occupies in this field of 
American business, it may be well to 
present a brief survey of the five-and- 
ten-cent store trade of the country. The 
pioneer of the retail chain store business 
was Mr. Frank W. Woolworth, whe 
started the first five-and-ten-cent store 
in Utica, N. Y., in February, 1879, and 
who is to-day at the head of an organi- 
zation comprising 887 stores located in 
nearly all of the cities of the United 
States and in Canada and Great Britain. 
The McCrory five-and-ten-cent chain, 
started under similar conditions, now 
totals 115 stores. These, together with 
the Kresge chain, form the three largest 
five-and-ten-cent store systems of the 
country. 


Fundamental Features 


To sum up the success of the Kresge 
chain, it will be found that there are only 
very few fundamental features. The 
business is co-operative, for not only 
does the consuming public benefit 
through the great purchasing facilities of 
this organization, but the manager and 
buyers for the stores share in the profits 
as well. This arouses that spirit of in- 
dividual efficiency without which no busi- 
ness Can prosper permanently. A slight 
change of business management in a 
single store might result in increased 
sales, but where the slight change is 
made throughout the chain, the result is 
very substantial. The managers of the 
Kresge stores are given a latitude of ini- 
tiative to which the capable man imme- 
diately responds and proves worthy. The 
local manager, in fact, is given full 
charge of the enterprise under his man- 
agement, and the attitude of Mr. Kresge 
toward him is that of teacher or business 
guide, instead of that of an employer. 
The result is that each store in the chain 
is able to adapt itself to local conditions, 
as though quite independent. In this re- 
spect they resemble the gigantic Rich- 
dale store system of Great Britain with 
its $600,000,000 a year profits and from 
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which the idea of the chain store first 
originated. 

To write of Sebastian Spering Kresge, 
is to tell of a man who went boldly for- 
ward where others feared to tread and 
popularized the five-and-ten-cent store 
idea. He is a believer in organization, 
and while he has valued and competent 
aides, he is the compelling and dominat- 
ing head. Deep down at the bottom of 
Mr. Kresge’s success is his extraordinary 
capacity for work, and this continues up 
to the present time. 


Personality of Mr. Kresge 


Like many men of large affairs, he is 
a man of extreme if not sensitive mod- 
esty. At times he seeks distraction in 
picturesque fashion. When “Billy” Sun- 
day, the Evangelist, visited Detroit, in 
1916, he gave over to him his fine resi- 
dence, which is one-of the finest in the 
State of Michigan. During Sunday’s 


stay, he and his family occupied a six 
room apartment in another part of the 
city. Nobody is more enthusiastic than 
he in support of the prohibition move- 
ment. It is his personal conviction that 
all of the social evils of the country are 
due to the use of spirituous liquors, and 
he is determined to devote all his spare 
energy to the elimination of the source 
of such evils. Not long ago he gave a 
banquet to the leading men of Detroit 
at which one of the pioneers in the pro- 
hibition movement was a guest of honor. 
As a matter of fact, aside from the di- 
versions just enumerated, Mr. Kresge 
would like nothing better than to drive 
his motor car through the towns and vil- 
lages of Michigan. But it does not look 
as if he would devote himself to this pur- 
suit of ease and happiness for many a 
year, for he is continually beset by the 
puzzles the solution of which have made 
him one of America’s great business men. 

















CANADIAN PACIFIC’S 100% EFFICIENCY 


If any railroad man in the United States or at Washington wants to study 
railroad efficiency, let him take the train to Montreal and see the operating 
sheets of Vice-President Bury before he seeks that master mind in trans-conti- 


nental transportation, Lord Shaughnessy. 


Bury can show him $4,000,000 in- 


crease in freight revenue the last year with no increase in rates and a saving 
of 60,000,000 car miles in the car movement. 

This efficiency was produced in cooperation with the Government of Can- 
ada, by which war orders were issued that no car was to move until it was 
loaded to capacity, and that no train was to move except with a maximum train 


load. 


But, this must be added: Canadian Pacific Railroad credit, operation and 








management have never been stunted by legislative enactment or supervisory 
commissions, whatever may have been the political attacks or attempts to set up 
rival and competitive forces. Canadian Pacific has come through with 100% 
efficiency. It has 100% freight cars for its traffic and 100% of locomotives for its 
trains. This is the only railroad on the American continent and probably in 
the whole world today which can be described by this 100% of equipment and 
efficiency. 

Washington is beginning to wake up on international trade and to perceive 
that all American transportation is in the final analysis international. 

Canada has already seen it and the United States must know that Canada 
and the British Empire belt the globe.—C. W. BARRON in The Wall Street 


Journal. 
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Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





“Savings or 
Inflation”— Warburg 
In a statement, “Save and Subscribe,” 
prepared for the Publicity Bureau of the 
War Loan Organization of the Treasury 
Department, Paul M. Warburg, Vice- 
Governor of the Federal Reserve Board, 
gives the American people the fundamental 
importance of saving. Arraigning a score 
or more of sinister questions against the 




















*—N. Y. Tribune. 
AT LAST THEY’VE CALLED IN A SPECIALIST. 





one question, “Shall we lend our money 
to the Government?” Mr. Warburg says: 


“In view of present circumstances, it is 
safe to expect a fourth, and a fifth, and may 
be a sixth and seventh Liberty Loan, and 
it is our solemn duty to set our teeth in the 
determination that, no matter how long the 
war may last, no matter how often our 
Secretary of the Treasury may have to ap- 
peal to our patriotism, the money will not 
only be forthcoming, but it will be raised in 
the only manner which will preserve our 
strength for the long fight to come—through 
the savings of the people. If the people do 


not save, the alternative must be inflation 
with all its disastrous consequences. There 
are those who are so haunted with the fear 
of inflation that they shrink from every new 
and courageous step in financing the war. 
They forget, that the very nature of our 
present problems makes it impossible en- 
tirely to avoid inflation unless all necessary 
funds are raised by taxation. There are 
those, on the other hand, who believe that 
we must make efforts artificially to stimulate 
inflation in order to enable us successfully 
to deal with our task. But those who are 
wedded to this latter school of thought over- 
look the fact that inflation under all and 
any circumstances is a pernicious evil. Its 
well-known consequences are a rapid in- 
crease in prices and a corresponding de- 
crease in the purchasing power of the dollar. 
As the increase in prices progresses, the 
amount that the Government must borrow 
grows correspondingly. It becomes a neck 
and neck race between a fictitious wealth 
and a reduced value of what this wealth can 
buy in labor and in goods. It must be our 
aim, therefore, to restrict it to the smallest 
scope compatible with the achievement of 
our national purpose—the successful prose- 
cution of the war.” 


“Critical Foreign Trade 
Situation”—E. M. Herr 


We are facing as serious and critical a 
situation in our foreign trade, especially 
our foreign trade in manufactured products, 
as the Nation faced at the sinking of the 
Lusitania, and are doing almost as little 
toward real preparation for the proper de- 
velopment of this trade as did we as a Na- 
tion at that time in preparation for the 
terrible war in which we are now engaged, 
writes E. M. Herr, president of the West- 
inghouse Electric & Manufacturing Com- 
pany. 

To retain and develop the position we 
now hold in the commercial and financial 
world—a position forced upon us by the re- 
quirements of the belligerents and not by 
our own plans or exertions—is one of our 
greatest problems. 

The favorable balance of trade which this 
country has enjoyed since the outbreak of 
the war, amounting in the past two years to 
upwards of six billion dollars, has resulted 
in a gold reserve in the United States far 
exceeding all records. This gold after the 
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war will be a shining mark for the trade 
organizations of foreign governments. 
portion of it will undoubtedly go abroad, 
notwithstanding any efforts we may make 
to keep it, but a violent reversal of the flow 
of gold would rudely and disastrously dis- 
turb the great structure of bank credits 
reared upon it and with the stability of 
which we as manufacturers are so directly 
and vitally concerned. 

How can this situation be safeguarded? 
The primary safeguard must be a stimula- 
tion of exports of merchandise required in 
times of peace to take the place of the ab- 
normal demand for munitions of war. It 
will not only require the utmost effort on 
our part in organization and cooperation in 
industry and the support of our government, 
but also the greatest development of efficient 
production we have ever attained. 


“Speed Production” 
—Seward Prosser 


Seward Prosser, president of the Bankers’ 
Trust Company of New York, who recently 
returned from the battlefields of Flanders 
and Picardy, declares that the chief prob- 
lem before the American nation to aid in 
the winning of the war is to translate its 
resources into war effectiveness and to ren- 
der them available as speedily as possible. 


He declares there must be no halting in 
our program and there must be no furtive 
doubt that the war will be over in Europe 
before the United States has a chance to de- 
velop and use its war power. 

“The bankers of the country have a most 
important duty to perform now, and until 
the war is over, in mobilizing the credit re- 
sources of the country, so that they may be 
applied in the most effective manner to 
financing the Government’s requirements. 

“The expenditures of the Government for 
the first year of the war—that is, from April, 
1917, to March, 1918, inclusive—amounted to 
about $9,700,000,000, or almost exactly $9,- 
000,000,000 more than the normal expendi- 
tures on a peace basis. 

“To meet this expenditure the Govern- 
ment borrowed, or raised from taxation, 
about $10,700,000,000—and therefore during 
the year the cash in the Treasury was in- 
creased about $1,000,000,000. We _ thus 
started the second year of the war with a 
strong cash reserve. A little over 14 per 
cent. of the receipts came from taxation in 
various forms, therefore about 86 per cent. 
was derived from borrowing. Careful esti- 
mates which I have caused to be made show 
that about 66 per cent. of the $9,150,000,000 
which the Government borrowed came from 
savings, and that about 33 per cent. or, say, 
$3,000,000,000, was directly or indirectly ad- 
vanced by the banks.” 


Nat. Coal Assoc. 
Warns of Famine 


The National Coal Association has is- 
sued a review of the situation obtained 
from the principal mining fields and 
sounded a warning that the nation -would 
be faced next Winter by a worse shortage 
than that experienced in January and Feb- 
ruary last unless radical steps are taken 
to readjust traffic on the eastern transpor- 
tation lines. 

In its statement the National Coal As- 
sociation has this to say: 

“Another coal shortage, more serious than 


that of last Winter and almost certain inter- 
ference with the war program, is inevitable 
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—Columbus Dispatch. 
“DON’T BE IMPATIENT, BILL, YOU’RE GOING 
TO FEEL IT.” 





throughout the East, in the opinion of bi- 
tuminous coal operators in the chief pro- 
ducing sections of the country, unless there 
is a readjustment soon of traffic over East- 
ern railroads. The enormous demands of 
other war industries are crowding coal off 
the rails, and the resultant continued short- 
age of cars at the mines has cut production 
to the danger point. 

“This is the season of the year when the 
mines should be working at top speed to 
produce stocks for storage against the needs 
of next Fall and Winter. The mines, how- 
ever, are not working at top speed, nor at a 
rate even approaching top speed. In the 
face of the heaviest demand for coal in the 
country’s history, the mines have been so 
hindered by insufficient car supply that they 
have made little, if any, headway over last 
year’s record—a record which fell 50,000,000 
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tons short of meeting the nation’s de- 
mands.” 

Gary on U. S. 

Steel’s Production 

Judge E. H. Gary after the recent meet- 

ing of directors of the U. S. Steel Corpora- 
tion in a talk with newspaper men said 
that the Corporation had brought its pro- 
duction up to 90 per cent. of capacity at 
present, “which is very good for any time.” 
“The gradual increase in earnings, during 
the three months,” he added, “was due to 
improvement of shipments in March over 
the preceding two months.” 


The Steel Corporation, he declared, was 
anticipating its taxes and as a matter of fact 
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had purchased United State certificates of 
indebtedness in an amount fully equal to its 
taxes, which are payable next month. The 
government improvements have cost the 
corporation, he said, in the neighborhood of 


In commenting on the figures announced 
he said that the three months’ earnings give 
a pretty fair index of business conditions in 

eneral. He declared that this, of course, was 
indicative only of present business, as he was 
not in a position to discuss what the future 
might bring forth. 

Judge Gary’s statement to the effect that 
the corporation’s production was at 90% of 
its capacity is indicative of the present rate for 
the current quarter. It will be recalled that 
during March, the Steel Corporation’s out- 
put ran about 75% to 80% of capacity, while 
April production as a whole would be about 
85%. This brings the industry into the sec- 


ond month of the quarter current with its 
output on a percentage of capacity that even 
in the best periods has been little exceeded. 


Kahn Urges 
Saving by Law 
Otto H. Kahn, of the banking firm of 
Kuhn, Loeb & Company, of New York, 
in a pamphlet issued on the necessity for 
preparing to meet after-the-war conditions, 


said: 

At present I know of no one governmen- 
tally appointed body here charged specifi- 
cally with the task of studying and advising 
on industrial and economic post-bellum 
problems. England, France, Germany and 
Italy have such bodies at work. There is 
every expectation that we shall emerge from 
the war in a position of commanding eco- 
nomic potency and prestige. But in order to 
retain that position and fully to utilize it for 
our country’s welfare, we must be ready to 
act along well-planned lines and with suit- 
able instruments at our hands. It is none 
too soon to prepare. 

We must all save, rich and poor. But a 
general exhortation to save is not enough. 
The people ought to be instructed in exact 
detail how and where and in what way to 
save. If necessary, such directions ought to 
be given the force of law. Some savings are 
more needed and more effective than others. 
Some are wiser than others. Certain ex- 
cesses of saving are actually unwise, some 
positively harmful. 

Moreover, the national benefit derived 
from saving is not and cannot be accom- 
plished entirely by the individual. If he 
saves ten dollars, the immediate result is 
that he can loan that amount to the Govern- 
ment. But an equally important result is 
that to the extent of ten dollars he has set 
labor free from private purposes to war pur- 
poses. 

How to direct and utilize the labor thus 
set free by private thrift, is the task—and a 
highly important task—of the Government. 


Acclaims Unity 
of Bankers 
One of the biggest results of the war is 

the solidification of the banking interests 
of the country through their mutual interest 
in the financial demands of the world con- 
flict, according to E. J. Gallien of Al- 
bany, secretary of the New York State 
Bankers Association, which will hold its 
annual convention at Atlantic City, June 
20 and 21. 


“The war has brought the country’s bank- 
ers together as nothing else could possibly 
have done,” said Mr. Gallien. “It has elim- 
inated jealousy and fear of competition. The 
broadening effects of this close association 
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and co-operative spirit will be of lasting bene- 
fit and will work harmony and progress in 
the battle of peace which will follow victory 
in the war. 

“One of the greatest new forces in finance 
is the rapid growth of the use of trade ac- 
ceptances by business corporations and firms, 
making what was formerly a large volume of 
book accounts available as live paper, dis- 
countable at a preferred rate by the holding 
banks with the Federal Reserve banks. 

“Another matter of considerable moment to 
New York State bankers particularly is the 
power granted at the last session of the legis- 
lature to savings banks to purchase accept- 
ances. Formerly the savings banks were de- 
pendent on the large banks and trust com- 
panies for help to get currency in times of 
stress, and were compelled to sacrifice bonds 
which they had bought for permanent invest- 
ment. By availing themselves of this new 
power, the savings banks, by purchasing ac- 
ceptances, will have liquid paper which they 
can sell to the Federal Reserve Bank for cur- 
rency, and thus relieve the banks and trust 
companies, on which they formerly depended, 
from carrying large currency reserves for 
such possible demands.” 


Worth-While 


Financial Opinions 


Guaranty Trust Co.—France recognizes 
clearly the double character of her future 
problem. She must restore the country it- 
self and re-establish its necessary and profit- 
able relationships with other countries, and 
it is noteworthy that she looks to the United 
States for help in doing both. She pro- 
poses to place in this country those vast 
purchases of raw material, building supplies 
and machinery which she must have, and 
which she cannot get from her own colonies, 
and will not be able to get in sufficient quan- 
tities from other nations engaged like her- 
self in the work of rehabilitation. She pro- 
poses to pay for these things and to meet 
the debts she now owes by selling to this 
country not only an increased quantity of 
those things in the manufacture of which 
she excels, but also those things for which 
this country in the past has looked to Ger- 
many. In her present temper France refuses 
to consider the possibility of resuming pur- 
chases of raw materials in Germany, as be- 
fore the war, and she is so confident of what 
our feeling will be after more extended con- 
tact with the common enemy that she be- 
lieves we shall rather buy from her than 
from Germany. Whatever may be the hopes 
of mankind with respect to a political league 
of nations after this war, it is evident that 
in France, as in England, there is a disposi- 
tion among financiers, manufacturers and 
business men to eliminate Germany when 
proposals affecting future economic relation- 
ships are under consideration. 


Hayden, Stone & Co.—In the absence of 
any decisively favorable developments fol- 
lowing the checking of the drive, it 
is not at all surprising that the recent rally 
was not thaintained. The concentration of 
the trading in a comparatively few stocks 
which have been conspicuous for pool activi- 
ties fosters the suspicion that the rally may 
not have been entirely spontaneous. In short, 
the public is not in the market and, in all 
probability, will not come in until there is 
some prospect of relief from the uncertain- 
ties abroad. Without a public following, no 
broad upswing is possible; in the meantime, 
moderate fluctuations, now up and now 
down, are about all that can be looked for. 




















NOT ALL THE AMMUNITION COMES FROM 
THE POWDER FACTORIES. 





It cannot be denied, however, that the pres- 
ent market gives many indications of con- 
siderable underlying strength, and offers the 
investor with confidence in the ultimate suc- 
cess of the Allies, many opportunities which, 
perhaps, will be gone when that confidence 
becomes completely justified and generally 
acknowledged. 


Keane, Zayas & Potts—Reports from 
Washington early in the week that the out- 
put of the automobile companies in the way 
of pleasure cars was to be restricted to 25% 
of normal by the War Industries Board in 
order to conserve fuel for other industries 
was disappointing to holders of the shares 
of these companies. This disappointment 
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had its reflection in the quotations for these 
shares, prices declining rather extensively 
on steady liquidation in General Motors and 
Studebaker. > 

It seems to us, however, that the situation 
with respect to the automobile companies 
has been misunderstood. The restriction, if 
ordered, will apply only to pleasure cars, and 
it will not mean that production is to be re- 
duced 75%. Most of the automobile com- 
panies are already working upon war orders 
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and producing motor trucks and airplane 
bodies for the Government. It would seem 
that holders of motor stocks should feel en- 
couraged to keep them, as there is a certainty 
of fair profits and a quick turnover in Gov- 
ernment work and the prospect of a large 
future demand for pleasure cars if the sup- 
ply is restricted for any length of time. 


National City Bank of New York.—The 
entire industrial situation is coming into 
more satisfactory shape, as war work as- 


sumes its proper proportions, and produc- 
tion for ordinary consumption shrinks cor- 
respondingly. The country is being rapidly 
organized to the one great purpose which is 
now supreme. Less than a year ago people 
were arguing that the war requirements 
could be met by speeding up and enlarging 
the capacity of the industries, allowing other 
consumption to go on as usual. It was even 
said that 5 or 10% of the capacity of the 
steel works, and about the same share of 
the capacityof the textile mills, would take 
care of the war requirements, but today it 
is realized that the government can use prac- 
tically the entire capacity of the steel in- 
dustry, all of the woollen mills, and a very 
large percentage of the cotton goods ca- 
pacity, and all of the man-power that can 
possibly be had. Not one day’s work can 
the country afford to spare to unnecessary 
things while the line wavers in France. 
Non-essential industries, and relatively un- 
important ones, are being converted to im- 
portant work. Through the reorganized 
War Industries Board the guiding hand of 
the Government is reaching into every lo- 
cality and every business and co-ordinating 
all agencies to the task in hand. This is as 
it should be and must be, for the result of 
the war will depend upon superiority in in- 
dustrial concentration. 


Goodbody & Co.—Because of high operat- 
ing costs, our railroads are now in a bad 
way. If the Government had not come to 
their relief, last December, their stocks 
would now have been leading a Wall Street 
panic. Including about $70,000,000 of back 
wages, which will probably be paid soon, it 
is probable that Uncle Sam will lose $300,- 
000,000, on his railroads, during the first 
quarter of this year. 

Many of our railroads are getting so short 
of cash that they are extremely anxious for 
Director General McAdoo to return to 
Washington to sign up the contracts and 
pay over the money due them. They will, 
however, ask him to make several changes 
in the compensation contracts before he 
signs them. For one thing, they do not want 
their rate of compensation to be subject to 
the whims of the Interstate Commerce Com- 
mission—an agent of the Government. 
These contracts will probably be signed up 
early in May. We then look for consider- 
able strength in the dividend-paying railroad 
stocks and in a few non-dividend paying 
ones like St. Paul preferred and Missouri 
Pacific preferred. 








NEW YORK CENTRAL MEN BUY BONDS 
Out of a total of 171,372 employes of all classes of the New York Central lines, 135,275 
subscribed to the third Liberty Loan, taking $9,524,000 of bonds, or an average of $74.80 
per person, according to an announcement by Clarence R. Dugan, secretary of the general 
committee at Grand Central Terminal in charge of the canvass ordered by President Alfred 


H. Smith, eastern regional director. 
women on the payroll. 


The subscribers comprise 89 per cent. of all men and 

















FINANCING THE SECOND YEAR OF THE WAR 
Share of Yearly Incomes Contributable in Taxes and Bond Purchases 


Distribution of Incomes of $3,000 and Over Based on Income Tax Returns for 1916; Below $3,000 on 
Carefully Made Estimates 


Column I II III e IV 
Percentage Amount 
Average Contribut- Contributa- 
Family Family able by _ ble by Each 
Income Group Income Each Family Family 
Under $850* 
— $910 


SSSASaS CeO 
32323 
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3338 
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70,000 
80,000 
90,000 


3,459,000 
,000, 5, 0 4,514,000 . 
5,000,001 and over 10,284,000 79.70 
Reported non-taxable incomes not apportioned in reports— 
50% estimated contributable 


FamiLy Groups and individuals—their estimated total incomes 
and ability to contribute 


Corporations and other business enterprises—their estimated 
total incomes and ability to contribute after dividend dis- 
tributions 


Total estimated National Income and amount realizable 
therefrom 


Banxs—the share of the burden which they probably must 
carry. This is not the estimated peak load, but a conserva- 
tive estimate of the average minimum burden 


Estimated receipts from direct taxation and bond sales..... 


Estimated receipts from indirect taxes, such as customs, 
excise taxes, stamp taxes, including sundry receipts 


*This grovp is largely composed of individuals. 
HOW TO USE 


Vv VI VII 
The 
Number Total Total 
of Families Income of Contributabie 
in Group Families by Families 
$4,703,217,000 $102,773,000 
3,051,500,000 294,380,000 
348,975,000 
309,281,000 
305,370,000 
275,726,000 
280,350,000 
1,964,800,000 239,460,000 
1,242,500,000 156,200,000 
902,500,000 119,225,000 
770,000,000 103,950,000 
657,900,000 
552,825,000 
453,600,000 
362,100,000 
550,000,000 
501,000,000 
297,500,000 
324,000,000 
286,000,000 
237,250,000 
198,750,000 
170,000,000 
147,250,000 
566,362,000 
178,003,000 
135,488,000 
106,326,000 
179,713,000 
252,495,000 140,275,000 
199,155,000 
165,620,000 


40,626,000 32,094,000 
102,840,000 82,015,000 


2,000,000,000 1,000,000,000 





27,304,199 $38,250,000,000 $7,250,000,000 


11,750,000,000 2,750,000,000 





$50,000,000,000 $10,000,000,000 


Pe eae tee $13,500,000,000 


1,500,000,000 


THE TABLE: Find your income in Column I. Multiply this by the “percentage contribut- 


able”—Column III. The result is the total amount which you should contribute during a year. Deduct 
the amount which you pay in taxes—the remainder is the amount of Liberty Bonds which you should buy 


from income during a year. 
llustration: 


$5,000 income. Less tax, say $80 $10,000 income, Less tax, say $675 
$5,000 X 22.4% = $1,120 Bonds to be bought $1,040 $10,000 X 40% = $4,000 Bonds to be bought $3,325 


Reprinted through the courtesy of the Bankers Trust Co. 
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Government Bonds in War and Peace 


The Story of British Consols—Our Civil War Bonds—The 
“Seven-Thirties’—Why the U. S. Paid 15%% for 


Money—Future of Liberty Bonds 





By WILLIAM T. CONNORS 





EVER before 1917, withix the mem- 

ory of the majority of active busi- 

ness men of today, were U. S. 
Government bonds of any direct 

interest to the people at large. They had 
long since been accumulated by the banks 
because they, and they alone, could be used 
as basis for the issue of National Bank 











BRITISH CONSOLS.IN NAPOLEONIC WARS 
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notes or paper currency. The return on an 
investment in U. S. Government bonds was 
so small as to have no attractions whatever 
for any investor who was buying merely 
for the interest he could get. 

But all that is now a thing of the past. 
There will be, after the Third Liberty 
Bonds are distributed, about $10,000,000,- 


000 of new Government bonds held by the 
people of this country. They will be owned 
by probably 90% of the persons who are 
so situated as to be in a position to buy 
anything whatever worth $50. 

Instead of being an exclusive possession 
of the banks, our Government bonds are 
in practically every home. They are a 
household word. Their value affects every- 
body. Their prospects are of importance 
to everybody. We have become a nation of 
bond buyers overnight. 

All of us, therefore, want to know what 
will happen to these new bonds of ours. We 
have been somewhat surprised to see them 
sell below par—although that fact has not 
kept us from paying par for the next ones, 
since with us buying these bonds is not pri- 
marily a question of value or price but a 
question of helping to preserve civilization. 
We are wondering whether they will later 
on sell above par, and if so how much 
above. 


A Century Ago 


Just about a hundred years ago the world 
passed through a war which, with allow- 
ances for differing times and conditions, 
bears comparison with this war in cost, in 
loss of life and in importance to humanity. 
It is interesting to turn back to those times 
and see what happened to bonds then. 

In 1789 came the French Revolution, ac- 
companied by the issue of “assignats,” or 
“fiat currency”—that is, paper currency 
which the state declared to be money but 
did not promise to redeem in gold or silver. 
In 1792 began the war of France against 
Prussia and Austria, and in 1793 France 
declared war against Great Britain. The 
next year there were numerous bank fail- 
ures in England, in 1795 Holland joined 
France against Britain, and in 1796 Spain 
also took a hand against her. In February 
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of the next year the Bank of England dis- 
continued specie payments. 

This was “bear news” with a vengeance. 
British consols—which are consolidated 
stock, or bonds without any date of ma- 
turity—were paying 3 per cent interest. 
After sensational fluctuations they declined, 
as will be seen from the graph herewith, to 
47% in 1797 and 47% in 1798, a low 
record for all time. 

In the latter year Russia, Austria and 
England formed a coalition against France, 
and in 1799 consols found themselves able 
to rise to 69. This was the beginning of a 
long upward movement which, with various 
reactions, was to last almost a hundred 
years, 

In the graph we follow this movement 
for the first quarter of the Nineteenth Cen- 
tury, to a high point of 96% in 1824. It is 
notable that the lowest price for British 
consols was md: before Napoleon’s star 
became conspicuous on the horizon for it 
was not until 1799 that he became First 
Consul of the French Republic. Through- 
out his extraordinary career of conquest 
British consols, though often backsliding, 
were little by little forging their way back 
to better price levels. In 1802 peace be- 
tween England and France brought a price 
of 79 for consols—but the next year the 
war was renewed, and consols slumped to 
50%, the lowest price recorded except for 
the years 1797 and 1798 above mentioned. 

In 1810, in spite of continuous wars, a 
price of 71 was reached. From 1812 to 
1814 the war between England and the 
United States was fought. Then events be- 
gan to hurry a little. In 1813 the battle of 
Leipzig, 1814 the abdication of Napoleon, 
1815 his return from Elba and the Battle 
of Waterloo. 

Then at last, after a quarter century of 
nearly continuous wars, the tired world had 
an opportunity to recuperate and consols to 
rise again to near par. 

At 47% consols were selling on a yield 
basis of 6.35 per cent. At 967% they re- 
turned 3.10 per cent on the investment. 

Looking for the quickest change in 
yields, we note that in 1801 the yield was 
5.53 per cent, while the peace of the fol- 
lowing year reduced it to 3.80 per cent. 
Again, in 1816, the yield was 5.56 per cent., 
and in the next year 3,56 per cent. 


That illustrates how sudden the rise may 
be when the war danger passes. The buyer 
of consols around 50 in the dark days of 
the British Empire eventually doubled his 
money besides receiving a constant interest 
yield of 6 per cent on his investment. 


In the Civil War 
So far as the United States alone is con- 
cerned, the effect of the Civil War may 


-justly be compared with that of the present 


war. That war was as great a strain on 
our resources at the time as the present war 
is now, or perhaps is likely to be. 

By 1835 the debts accumulated during 
the Revolution and the War of 1812 had 
all been paid off and the United States was 
entirely without a national debt. But by 
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1851 the debt had risen again to $68,000,- 
000, chiefly as a result of the Mexican 
War. A decrease to $28,000,000 in 1857 
followed. 

The war brought an increase in the ex- 
penses of the Government which soon 
reached figures that were then appalling. 
The annual figures were as follows: 








The last item represented $37.27 per 
capita. Our per capita expenses will be 
much greater than that for 1918; but on the 
other hand our wealth per capita is very 
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much greater than it was in 1865. Our 
total wealth is now not far from $250,- 
000,000,000, hence the $10,000,000,000 or 
so of bonds now outstanding are only one- 
twenty-fifth of our national wealth, or 4 
per cent. 

Almost every conceivable scheme was 
tried to raise money for the Civil War— 
short time notes, demand notes receivable 
for customs, legal tender notes, interest 
bearing bonds, etc. 


forms of paper were issued, bearing inter- 
est varying from nothing up to 7.3 per cent. 
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The two principal loans, however, were 
the 6 per cent loan of 1862, of which $514,- 
771,600 was placed with the people at par, 
and the 7.30 per cent three year loan, of 
which $829,992,500 was sold. The latter 
was very popular because of the high rate 
of interest, which amounted to exactly one 
cent a day on each $50 bond, and also be- 
cause these bonds were issued toward the 
close of the war when the outcome began to 
be reasonably assured. The manner of 
selling these bonds is shown in the accom- 
panying reproduction of a circular issued 
by a leading banking house at the time.* 


More than 20 different~ 


Interest Yields in Civil War 


The average rate of interest paid by the 
Government on its Civil War bonds was 
about 6 per cent, but because of the pre- 
mium on gold during most of the time, the 
actual yield to the investor was really 
greater than that. The fact is often forgot- 
ten that the premium on gold lasted until 
1878, 13 years after the end of the war. 
The average gold value of U. S. currency 
notes yearly was as follows: 


In 1864, therefore, $6 gold value re- 
ceived as interest on a bond was equal to 
$12.20 in currency—and the currency later 
returned to par with gold. At one time in 
1864 the gold value of U. S. currency was 
only 38.7 per cent of par. On that basis 
the interest yield on Government bonds 
was about 15% per cent. 

The graph herewith shows the yearly 
range of the U. S. Government 6s due 1881, 
throughout the Civil War and afterward. 
It will be seen that the low price was 
recorded in the first year of the war, in 
spite of the fact that the premium on gold 
did not reach its highest point until three 
years later, in 1864. In fact, in the latter 
year these 6 per cent bonds did not sell be- 
low par. The explanation is that the price 
of a bond depends upon the relation be- 
tween the price and the rate of interest, and 
since both were measured in the same kind 
of money, the rise or fall in the value of the 
money left the relationship unchanged. 


“Inflation” Does Not Inflate Bond 
Values 

This point is imperfectly understood by 
many investors. For example, it is often 
asked, “If inflation brings high prices for 
wheat, cotton, iron, copper, and all manu- 
factured products and other commodities, 
will it not also bring high security prices?” 

No, except indirectly by increasing the 
earnings of corporations. For the value of 


*Reproduced from “United States Bonds—Historical 
and Descriptive,” issued by Harvey Fisk & Sons. 
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any security depends on its interest or divi- 
dend return, present or prospective; and in- 
terest and dividends are paid in the same 
kind of dollars that are used to measure 
the value of the securities themselves. If 
those dollars fall in value—that is, will 
buy less of other things—then the interest 
or dividends fall also, and in exactly the 
same proportion, because they are paid in 
those same dollars. 

From the low of 1861 to the high of 
1875, the rise in the price of the U. S. 6s 
of 1881 was about 52 per cent. This was 
only half the final recovery of consols after 
the Napoleonic Wars. Later all U. S. 
bonds rose to a much higher plane of 
values, but this, as we have seen, was 
largely due to the special demand for them 
as a basis for the issue of National Bank 
notes. 

Future of Liberty Bonds 


What conclusions are to be drawn as to 
the future of our various issues of Liberty 
Bonds? We had a few bonds outstanding 
before the war which were not available to 
bank as a basis of note issues, and the 
price of these was as a rule on about a 3 
per cent basis. Since the war began, the 
Liberty 4s have sold as low as a 4% per 
cent basis. ‘They are, it will be remem- 
bered, subject to inheritance taxes and to 
the super tax of the income tax law, so that 
they are not exactly comparable with previ- 
ous issues which were exempt from all tax- 
ation. 

There is little or no probability that the 
Government will have to pay any such 
interest in this war as the 7.30 per cent of- 
fered in the Civil War, or even the 6.35 per 
cent yield at which consols sold in the Napo- 


leonic Wars. Conditions have changed. 
The experience of Europe, and especially 
of Germany, shows that Government bonds 
are now sold on a platform of patriotism 
rather than of profit. 

Peace Will Bring Rise 


On the other hand, peace will be sure to 
bring a quick rise in the price of our bonds. 
It would not be surprising if they went to a 
3% per cent basis soon after the end of the 
war. At any rate it is conservative to as- 
sume that the 3% per cent basis will be 
reached not later than ten years from the 
present time. In that event the Second 
Liberty Converted 414s would sell at 108 
at that date—if we assume that they will 
run to maturity in 1942. They are re- 
deemable after Nov. 15, 1927, but in 
view of the great amounts of bonds we are 
issuing and shall presumably have to con- 
tinue issuing, it may be doubted whether 
this redemption privilege will be exercised. 

The Third Liberty 414s mature Sept. 15, 
1928, when they will, of course be worth 
par. If our Government credit reaches a 
3% per cent basis in 1923, the price of 
these bonds would be about 103.4. The 
seller at that price who had bought at par 
now would get a net yield of between 434 
per cent and 5 per cent. 

In brief, the rule is invariable that the 
bonds of a strong nation advance very 
sharply in the period of peace following a 
costly war. It could hardly be otherwise, 
for the bonds of such a nation fall during 
war not because of any doubts as to their 
being paid but because of the excess in the 
supply as compared with the demand. 
When peace shuts down the supply, prices 
rise as a necessary consequence. 








WAR SAVINGS SOCIETIES 


Our readers have been invited to “back up” our soldiers at the front by 


joining or forming a War Savings Society. 


Full information will be sup- 


plied upon addressing the War Savings Society Bureau, 51 Chambers Street, 
New York City, or the National War Savings Committee, Washington, D. C. 


Members of War Savings Societies promise to avoid competing with the 


Government for labor, materials and transportation by buying only what they 


need and only when they need it, and agree to invest their savings weekly or 


monthly in Thrift or War Savings Stamps or in Liberty Bonds. 

















Prime Public Utility Bonds 


High-Grade Issues of Investment Attractiveness— Comment 
on Their Important Features—Prices and Yields 





By IRVIN GILLIS 





O listen to people talk, one might 
think that public utility bonds 
were hiding in the shadows. 

. One might think that increased 
costs of operation had crippled the public 
utilities and demoralized their securities. 

But that isn’t true. Some of the trac- 

tions have been hard hit, but there is a 
strongly defined tendency toward higher 
rates for the corporations which need help. 
A great many companies showed. splendid 
earnings for 1917. It is surprising to see 
how well the better grades of utility bonds 
have held up in comparison with railroad 
securities, now protected by the Treasury 
of the United States. In fact, I’ve had to 
leave out certain bonds from my list. be- 
cause of the difficulty of obtaining offer- 
ings. 
The list herewith consists of high grade 
issues only—not simply good “business 
man’s bonds”—but bonds that can be 
recommended to institutions, and to in- 
vestors who have to depend upon every 
cent of their income and upon receiving 
their principal at maturity. These bonds 
can be sold as well as bought. Most are 
of comparatively early maturity and the 
yields speak for themselves. 
' AMERICAN TELEPHONE & TELEGRAPH 
COLLATERAL 4s, due July 1, 1929. This 
issue is secured mostly by stock of the New 
York Telephone, Chicago Telephone and 
Mountain States Telephone & Telegraph 
stock. In all there is over $97,000,000 of 
such collateral back of the outstanding 
$78,000,000 of these 4s. At the low pres- 
ent prices for these exceedingly high-grade 
short maturities, one would scarcely believe 
that not since 1908 has the company earned 
its total interest charges, less than 4% 
times, after more than ample depreciation 
allowances. 

The high for the 4s of 1929 for 1917 was 
9234, and a purchaser at present prices 
can count on a quick upward swing in the 
market value of these 4s, as soon as 
financial conditions brighten, as the ma- 


turity is only a little more than 10 years 
away. The 4s are legal for savings banks 
in Massachusetts and Connecticut and are 
active on the New York Stock Exchange. 
The yield is very good for this type of 
security. 

BRooKLYN Rapmp TRANsiT First 5s, 
due 1945. This is also a small closed 
issue, amounting in all to only $7,000,000. 
It is a first lien, all on the company’s old 
properties. The Ist 5s are exceedingly 
well protected by property valuation, and 
net earnings are many times the interest 
charges on this issue. They are listed on 
the New York Stock Exchange, and in the 
last ten years there has not been a year up 
to the present when these bonds have not 
sold above par. Of course, all the world 
knows that the B. R. T. has some notes 
coming due shortly, but I believe these 
notes are an excellent speculative commit- 
ment and the present price of the under- 
lying, right-on-the-rail 5s is simply a bar- 
gain figure. 

CALIFORNIA ELEcTRIC GENERATING 
First 5s, due September 1, 1948. This is 
a small underlying lien of the prosperous 
Western Power Corporation, which supplies 
some 4,000 square miles of California, in- 
cluding the cities of San Francisco, Oak- 
land and Sacramento. Besides electric 
current Western Power sells by-product 
steam, and as a further by-product it sells 
in bulk for irrigation purposes water that 
has been used for generating electricity in 
the company’s hydro-electric plants. These 
first 5s are secured by first lien on the com- 
pany’s plant at Oakland and also by a 
pledge of $693,000 of Great Western Power 
first 5s. The 5s of 1948 are guaranteed 
principal and interest by the parent cor- 
poration. There are outstanding of the 
California Electric 5s only $1,085,000 out 
of $1,500,000 series “A.” Series “B,” 
which with the “A’s” are authorized to 
$5,000,000, have not been issued. There 
is a moderate sinking fund provided for 
both issues. The market for the bonds is 
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not very active just now, as the quotationon the other gas and electric properties of 


80-85 suggests. They are, however, high 
grade. 

CatirorNniA Gas & ELECTRIC REFUND- 
ING 5s, due November 1, 1937. This is a 
closed mortgage of $19,748,000 and under- 
lies the Pacific Gas & Electric 5s of 1942 
described above, but are in turn subject to 
$18,105,800 underlying bonds. However, 
the California Gas & Electric Company 
owns 135,200 h. p. of hydro-electric de- 
velopment, 41,200 h. p. of steam and gas 
engine capacity, 1,513 miles of high-tension 
lines, 15 gas plants, important water sup- 
ply and irrigation works besides the Sacra- 
mento street railway system. Certainly I 
am not worried about the security of these 
5s of 1937, especially considering the earn- 
ing power of the Pacific Gas & Electric 
system, which has assumed and guaranteed 
the California Gas & Electric bonds. They 
are reasonably active on the New York 
Stock Exchange. Below 87 they are highly 
desirable. 

CLEVELAND Rattway First 5s, due 
March 1, 1931. There aren’t so many 
traction bonds, perhaps, which can be 
recommended without reserve these days, 
but the Cleveland Railway First 5s are 
very high grade indeed, although there 
are no bonds on the system junior to them. 
The margin of safety over this small issue 
of $5,495,000 has been something over 
80 per cent for the last six years. The 
company does the entire street railway 
business of the City of Cleveland and the 
purely physical property of the company is 
agreed by the city to be $26,428,200, sub- 
ject to increase by investment. The com- 
pany has a long term franchise approved 
by popular election providing in addition 
to fixed charges that the company may have 
6 per cent dividends for its $26,800,000 
capital stock. 

The stock is selling around par. At the 
bid price of 91, the bonds yield practically 
6 per cent. They look about as safe as any 
public utility bond can be. In every one 
of the last six years up to the present the 
bonds have sold above par. 

ConsoLipatep Gas, Exvectric Licut & 
PowER GENERAL 4's, due February 14, 
1935. This is a small closed issue of 
$15,000,000 and is secured by a first lien 
on an important power station and, subject 
to about an equal amount of prior liens, 


the company. The Consolidated Gas of 
Baltimore is considered the model gas, 
electric light and power company in this 
country. It is extremely progressive and 
is deservedly popular at home. Incident- 
ally, its rates for service are the lowest on 
the Atlantic seaboard. Last year the com- 
pany earned its interest charges 2.4 times. 

GREAT WESTERN PowER First SINKING 
Funp 5s, due July 1, 1946. These 5s 
were put out in 1909 at 96. There are out- 
standing $20,779,000 of an authorized 
$25,000,000. They are secured by a first 
lien on the company’s directly owned prop- 








SELECTED HIGH GRADE PUBLIC UTILITY 
BONDS 
Current 
Market Yield 
Amer. Tel. & Tel. Coll. 4s, 1929 81 6.40 
Brooklyn Rapid Tran. Ist 5s, 1945 80 6.55 
California Elec. Gen. Ist 5s, 1948.80-85 *6.50 
California Gas & Elec 5s, 1937... 6.20 
Cleveland Ry. Ist 5s, 1931 5 *6.00 
Con. Gas, El. Lt. & Pow. of Balt. 
6.10 


Great Western Power 5s, 1946.... 

Mil. Elec. Ry. & Lt. 4%s, 1931... 

Montana Power Ist 5s, 1943 

New Eng. Tel. & Tel. deb. 5s, 
1932 

Pacific Gas & Elec. ref. 5s, 1942.. 

Southern Power Ist 5s, 1930 


*On bid price. 


90% 
-78% 
88-92% 








erty, which includes a hydro-electric plant 
of 60,000 h. p. and 169-mile steel tower 
transmission lines, further by $5,000,000 
of common stock of the California Electric 
Generating Company, and by the entire 
$5,000,000 stock of the City Electric Com- 
pany of San Franciso. The Great Western 
bonds are perhaps not quite as high-grade 
as most of the rest on the list, but they are 
really good and certainty attractive at 
present prices. 

MILWAUKEE E vectric Ramway & 
Licut 4%s, due January 1, 1931. The 
company owns practically all of the street 
railway electric light, power and public 
steam heating properties in Milwaukee and, 
subject to prior liens of $6,500,000, the 
4%s of 1931 are secured by a mortgage on 
practically all the company’s property ex- 
cept $1,000,000 of the capital stock of Mil- 
waukee Light, Heat & Traction Company. 
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The Wisconsin Railroad and Tax Commtfs- 
sions have placed the value of the physical 
properties of the Milwaukee Electric Rail- 
way & Light Company far in excess of the 
total funded debt. The equity in earnings 
for the 4%4s has been consistently high. 
Considering the grade of the bonds they 
stand out as especially attractive among 
the public utility securities. 

MonTANA PowEeR Company First 5s, 
due July 1, 1943. These bonds are active 
on the New York Stock Exchange and are 
so popular that their yield, less than 6 per 
cent, lessens their attraction at the present 
time, although they do not measure up 
stronger than several other issues described. 
At a somewhat lower price they would be 
worth buying but for now I'll put them 
down as “to be watched.” 

These 5s of which $21,040,000 are now 
outstanding are subject to $11,092,000 
underlying closed liens on some 282,040 
h. p. of hydro-electric properties, 1,320 h. p. 
of steam and 1859 miles of transmission 
lines. Considering the company’s large 
business in the cities of Montana, its con- 
tracts with the St. Paul and Anaconda, 
last year’s earnings of 3.08 times bond in- 
terest seem quite a fair indication of the 
intrinsic strength of the Montana Power 
Ist 5s. It would be reasonable to expect 
that in spite of further issues of these 
bonds the margin of safety will safely be 
maintained. 

New ENGLAND TELEPHONE & TELE- 
GRAPH Debenture 5s, due October 1, 1932. 
These are a direct obligation. Though not 
secured by a mortgage, the company will 
secure equally this issue with any mortgage 
put out before the maturity of the deben- 
tures. There are by the way $1,487,000 
other debentures. The 5s of 1932 were of- 


fered at par in 1912. Since issue the bonds 
have sold above par every year up to the 
present. Earnings have been above four 
times interest charges right along. I am 
not enthusiastic about New England Tele- 
phone stock but I know of no reason to 
qualify my recommendation of the 5 per 
cent debentures. 

Paciric Gas & ELEctTRIC REFUNDING 
5s, due January 1, 1942. As late as Janu- 
ary, 1917, bonds of this issue were offered 
at 9334. They are very active on the 
New York Stock Exchange and have been 
selling recently a trifle below 79. To be 
sure they are a refunding issue, subject to 
$46,903,300 prior liens, but the bonds are 
very well protected by property values and 
the company has shown a splendidly con- 
sistent record of earnings. The company’s 
operations are conducted under the prac- 
tical and protective guidance of the Cali- 
fornia Public Service Commission and the 
active management of the company is in 
the hand of skilled operators. These bonds 
are cheap. 

SOUTHERN PowER CoMPANyY First 5s, 
due March 1, 1930. The last block of the 
$7,000,000 outstanding of this issue was 
offered by a syndicate of reliable bank- 
ers. ‘They have sold at above par every 
year up to the present since 1911. They 
are secured by a first and only mortgage 
upon hydro-electric developments of some 
118,000 h. p. steam properties of 44,000 
h. p. and the company’s high tension trans- 
mission systems and sub-stations. The year 
1917 was the poorest in several years, but 
the interest was taken care of 2.40 times. 
The Southern Power Company, is controlled 
by the Dukes and the bonds are considered 
distinctly high-grade. Considering their 
early maturity they are cheap at around 90. 








Do not accept the first quotation on bonds that are said to have only a nominal quotation. 


Do a little shopping. 


Sometimes the difference between bid and asked price is very wide. 


A little testing of the market here and there may develop a better price. 
Watch the underlying bonds of a property in receivership, especially those which are 


paying their interest during the receivership. 


They are sometimes unduly depressed and may 


be excellent purchases as the property nears the end of its troubles. 
Bonds of a company that fluctuate in price in very close sympathy with the changes in the 


stock of that company, are of a character that requires discriminating selection. 


If they 


are not convertibles, which are expected to fluctuate rather widely, it indicates that there are 
influences affecting them that do not work strongly on those bonds which stand up in quota- 


tion almost regardless of what their stock does, 

















Investment Inquiries 





Dome Mines 


Cc. S. G., Troy, N. Y¥—Dome Mines is re- 
ported to have totally suspended operations. 
The company has retained some of its em- 
ployees and the mill, together with the 
various buildings, are being kept heated. 
Water has been left in the tanks and there 
is every evidence that the milling operations 
will be resumed in the early Spring. The 
company suspended dividends, some time 
ago. It has suffered very much from lack 
of labor, and taxation by the Canadian Gov- 
ernment. Some time ago it ran into a large 
field of low grade ore, which it will have 
to work through. However, the company 
is a good one and is backed by substantial 
people and we look to see this stock come 
back eventually. It is a speculative issue 
and we do not recommend its purchase at 
this time. 


Investment Suggestions 


D. H. L., Erie, Pa—Cities Service 7% 
Conv. Debt. are an attractive and fairly safe 
investment. These debentures are very well 
secured, as the net income of the company 
for the year ended Jan. 31, 1918, applicable to 
the payment of interest on them, was in ex- 
cess of $19,000,000. We advise their pur- 
chase as a business man’s investment of 
merit. We recommend purchase of Southern 
Pacific Conv. 4s, 1929; Chesapeake & Ohio 
Conv. 5s, 1946; New York Central Conv. 6s, 
1925, and Midvale Steel Conv. 5s, 1936, from 
the list submitted. Conservative preferred 
stocks and high grade (as well as the best 
of the second grade) bonds, tabulated and 
discussed in recent issues of our magazine, 
are selling at attractive levels. The present 
market is a good time for their purchase. 


Denver’s Troubles 


S. R. T., Denver, Colo—Denver & Rio 
Grande offers no speculative inducement for 
a long pull. The company is so involved in 
difficulties and the outlook is very uncertain 
for its unfortunate stockholders. The judg- 
ment of the Western Pacific Co. ranks ahead 
of the stock. While it is to be expected that 
the price of the stock may fluctuate, even 
upward, you should not continue to hold 
unless you intend to face the prospect of 
complete loss, or staying with the company, 
paying assessments and holding for several 
years. 


Island Oil’s Prospects 


A. M. F., Buffalo, N. Y.—Island Oil & 
Transport controls about 320,000 acres of 
oil lands in the Casiano, Tuxpam, Panuco 
and other districts in Mexico. It has several 
oil wells in operation. Its authorized capital 
is 3,000,000 shares at the par value of $10 


each. Its funded debt is $5,000,000 converti- 
ble debentures and $1,000,000 of 7% gold 
notes. The speculative possbilities of the 
stock are good and it will bear watching, to 
be bought on declines. It offers speculative 
possibilities for the investment of surplus 
funds upon which you are not dependent for 
income. Its 7% gold notes are a good specu- 
lative investment. Messrs. A. B. Leach & 
Co., of 62 Beaver street, New York, financed 
the company, and their standing is a stropg 
guarantee of good faith. 


Jewel Tea 


E. G. K., Duluth, Minn—Jewel Tea has 
been under pressure by holders, who ex- 
pected a dividend. Further, it has been un- 
favorably influenced by general market con- 
ditions and a belief that earnings are not 
up to early expectations because of increas- 
ing costs and smaller margain of profit on 
goods sold. Peace should benefit, and in the 
long run it should be established in a posi- 
tion to justify dividend payments on the 
common. When market conditions become 
favorable this is one of the stocks which we 
would probably favor. Earnings for 1917 
were $1,558,352, against $1,479,674 in 1916. 
This was at the rate of 9.68% on its common 
stock. Current assets in 1917 were $7,487,- 
084, against current liabilities of $3,594,464. 
The company is in a good financial shape 
and enjoys good management. If you are 
contemplating conservative purchases during 
special market weakness this should prove a 
Satisfactory semi-investment ultimately. 


International Nickel Dividends 


S. R., Tiffin, Ohio.—On April 4, 1918, one 
of the most influential directors of the Inter- 
national Nickel Co. declared that the rumor 
that the dividends on the common would be 
discontinued or reduced was without founda- 
tion. He also said that the company would 
make a favorable showing for the last quar- 
ter, and that the stockholders need have 
no apprehension concerning the action of 
directors at the coming meeting on May 6. 
The dividend was reduced from $1.50 to $1 
in November, 1917, since which date it has 
been maintained at that rate. The plant 
under construction by this company in Can- 
ada is expected to be completed and ready 
for operation some time this year. It will 
have a capacity of about 20,000,000 pounds 
per annum. It has cost more than the $5,- 
000,000, the figure at which it was estimated 
it could be built, owing to the generally ad- 
vanced prices for materials and labor. We 
regard the company as having good pros- 
pects. So far as the ultimate future is con- 
cerned we would advise you not to sacrifice 
stock purchased at substantially higher 
levels. 
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Ray Consolidated 


W. S. R., Lebanon, N. H.—Ray Consoli- 
dated is one of the better grade copper in- 
vestment stocks, and in time should be 
worth considerably above its present market 
price. Its net profits for 1917 were $10,414,- 
350, equal to $6.60 a share, against $7.62 in 
1916. The company will have to pay large 
excess profits taxes in common with other 
producers, but dividend prospects are not 
materially impaired. The profits decreased 
for the quarter ending Sept. 30, and there 
was a deficit of $1,205,613, after disburse- 
ments to stockholders. However, for the 
quarter ending Dec. 31, profits increased so 
that there was a net surplus of $993,693 over 
dividend requirements. The present price of 
the stock is a probable adjustment to de- 
creased earnings and unfavorable market 
conditions generally. After the war this 
company may face a decreased price for 
copper, but its future is promising from a 
long range view. We advise you to hold 
your stock, as you appear able to assume 
the speculative risk, which is relatively small. 


Strength of Duluth Bonds 


B. H., Sparta, Ill—Duluth & Iron Range 
5s, due 1937, is a very high grade investment. 
Its net earnings for the years referred to 
were $3,184,942 in 1916, as against $2,062,999 
in 1915, $3,055,607 in 1914 and $3,797,611 in 
1913. Revenues derived from railroad op- 
erations, consisting principally of carrying 
of ores from the Massabe Iron Deposits, 
appears to have an upward trend. We ad- 
vise you to hold these bonds. 


Pathescope Co. of Chicago 


C. F. E., Philadelphia, Pa—The parent 
company has had a successful career and of- 
ficers of the company have been successful 
in business, particularly Mr. Donald J. Bell, 
maker of the Bell & Howell camera. The 
claims of the company appear reasonable, 
and it might be able to realize the antici- 
pated profit of 20% on its capital of $1,000,- 
000 in good times. As a new enterprise the 
company gives evidence of promise and we 
have no reason to suppose that it will not 
do a fairly good profitable business. It 
must, however, be remembered that invest- 
ment in film companies has not hitherto 
been profitable to the investor. In the past 
we have been impressed with the lack of 
consideration which the powers behind many 
of the film companies display towards share- 
holders, but as this is a manufacturing com- 
pany, connected indirectly with Pathé 
Freres, we would expect business-like 
methods of a more stable character to be 
employed. 

The shares possess attractive possibilities 


as a speculation with surplus funds which you 
could lose without embarrassment. The 
chances for loss or gain are about evenly 
balanced. 


Bank Stocks 


W. I. C., Worcester, Mass.—Investments 
in bank stocks have been profitable in the 
majority of cases, but they are not usually 
held by the average investor. They are a 
rich man’s investment on account of their 
high prices in relation to par value. Strongly 
held, they are unlikely to decline to the same 
extent as issues more vulnerable to unfa- 
vorable influences, such as speculative indus- 
trials, coppers and steels. 

The banks mentioned are prosperous and 
there is no reason to suppose they will not 
enjoy the benefit of increased business which 
will result from a larger international ac- 
tivity which would follow an era of peace. 
Bank deposits are continuously on the in- 
crease and usually enjoy the prosperity of 
the country as a whole. 


Losses in Utah and Kennecott 


H. P. R., Wheeling, W. Va.—Regarding 
the wisdom of a switch from Utah and Ken 
necott, which you purchased at 115 and 54, 
respectively, we know of no stock which 
would give you as good a return on the 
capital investment, and at the same time 
make up for loss sustained if you sell Utah 
and Kennecott at present levels. Your loss 
per share on Utah would be $35 and on 
Kennecott $22. The only way that you 
could recoup this would be to purchase a 
highly speculative stock, which, however, 
we could not recommend. If you did so, you 
would run a further speculative risk of losing 
a portion or even more of your investment. 


Holders Should Retain Their Holdings ot 
United Light and Railway 


S. M. F., Providence, R. I—In spite of 
the unfavorable conditions, including increased 
operating and maintenance costs, the price of 
labor, etc., under which public utilities of this 
class have been suffering, this company has 
been affected comparatively little. This was 
due partly to the fact that the company has 
favorable long term contracts for materials 
which were entered into before the present 
high prices prevailed. It had to do some finan- 
cing during 1917, as it issued $1,500,000 se- 
cured gold notes half of which was for the 
purpose of retiring 6% gold notes due Janu- 
ary 1, 1918, and the other half to take care of 
additions, expenses and improvements. 

As the present unfavorable factors have 
been discounted by the present selling price « f 
this stock, we advise you to hold it. 











Readers’ Round Table 





Editor, MAGAZINE OF WALL STREET: 

The statements in the article on “Se- 
cured Public Utility Preferreds” on pages 
96-97 of your issue of April 27 are not 
very well co-ordinated with those in your 
answers to investment inquiries on page 
101, headed “Cities Fuel Notes not highest 
grade.” We have had several persons send 
us in the two articles marked and asking us 
how we can reconcile them, as the Cities 
Fuel & Power are guaranteed as to princi- 
pal, interest and sinking fund payments and 
all other covenants of the Trust Indenture 
by Cities Service Company. 

In regard to the statement in the answer 
regarding Cities Fuel notes that the Cities 
Service Company dividends payments are 
too liberal, we would say that for the year 
1917 out of earnings applicable to surplus, 
reserves and common stock dividends of 
$15,179,707 there were less than $1,500,000 
of cash payments made on account of com- 
mon stock dividends. In other words, 
while $60 a share was earned on the common 
stock in 1917, but $6.00 a share was paid 
out in cash. Regarding the payments on 


preferred dividends, there was $18,892,402 
available for payment of dividends on the 
preferred stock and less than one-fifth of 
this was paid out in preferred dividends. 


As to the Cities Fuel notes, while $10,- 
000,000 of them were sold, there are, now 
but $9,296,000 outstanding as $704,000 have 
already been retired by the sinking fund, 
and additional retirements will be made 
quarterly at a rate of not less than $125,000 
every three months. 

Henry L. Donerty & Co. 

Editor’s Note—It is certainly quite true 
that the Investment Inquiry referred to does 
not give a correct impression of the invest- 
ment rating of the Cities Fuel notes. This 


arose chiefly from the fact that the letter . 


was written to meet the needs of an in- 
vestor requiring securities of a specific 
class. Whether the ‘notes should be rated 
as of the “highest grade” obviously depends 
on what is meant by “highest.” They are 
not in the class with Government or savings 
bank bonds but as a public utility short term 
note there is no fault to be found with them. 


THe MAGAZINE OF WALL STREET 

New York City. 

Gentlemen :— 

[ am one of the many readers of THE 
MAGAZINE OF WALL StREET, and it is my in- 
tention to bore you for at least five minutes 
with an “Expert Financial Opinion” (?) of 
my own. 

The Stock Market, as defined by the fifty 
stock averages is, in my opinion, in a very 
interesting position. If we may consider 
“the trade cycle” as being of any value, the 
fifty stock averages are in a position tech- 
nically perfect, for a two year “bull” market; 
but taking the war situation into account 
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it is almost impossible to see how, with 
government demands on capital and labor, 
increasing cost of production and taxation; 
that an extended “bull” market could be 
possible at this time. 

However to quote your worthy editor, as 
“price fluctuations are made by the com- 
posite mind of man” and as leading financial 
authorities differ as to the probable course 
of securities prices, the action of the fifty 
stock averages may reveal the facts and 
give a clue to the logical position, the in- 
vestor, long pull operator and trader should 
take at the present time. 

The position of the familiar fifty stock 
averages is best pictured by their graphic 
and no explanation is necessary except to 
draw attention to Mr. Scribner Brown’s 
article in a recent issue of THE MAGAZINE OF 
Watt Street—pointing out that “bear” mar- 
kets usually last about half as long as 
“bull” markets with seldom more than a 
five point rally until their end, and that the 
termination of a “bear” market is usually 
designated by a rapid ten or more point “rally,” 
followed by a reaction of some five or more 
points. 

Personally I believe the “low” of the five 
point reaction was reached March 24, 1918, 
when the “fifty stocks” touched a low 
point of 65.50 which is just 5% points below 
the high point of 71.0 reached February 18, 
1918. However, it is only an opinion and a 
bold statement for an amateur. 

To emphasize the market’s position in the 
minor cycle: (1) We have had the two year 
“bull” market. (2) We have had the “bear” 
market lasting about half as long including 
a number of small rallies. (3) We have had 
the sharp 10 point rally which usually occurs 
at the end of the long “bear” market and 
from the recent market action one could 
easily draw the conclusion that we must 
have a “bull” market of more or less pro- 
portions. 

Steel earnings probably reached the low 
point for 1918 in the months of January and 
February and have been discounted by the 
decline in Steel Common. The ease with 
which said stock recently jumped from 86 
to 96 would indicate past accumulation in- 
stead of distribution. 

With due respect for the MAGAZINE oF 
Watt Srreet, I intend to draw a constructive 
conclusion from the above and make com- 
mitments accordingly with a “weather eye” 
open for the danger signals of a change in 
trend and any, extended distribution at 
higher levels. 

In conclusion I will say that I believe “the 
composite mind of* man” to be optimistic 
and before the end of the present bull 
market the “Hun” will have been driven far 
across the Rhine. 

Yours very truly, 
“Rarny Sunpay.” 
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A Classification of Listed Bonds 
Arranged by F. M. Van Wicklen 





Stock Exchange. An endeavor has been made to arrange these bonds in the 
order of their desirability as investments, based upon a combination of two fac- 
tors, namely, security of principal and income return. 

. In many cases it is difficult to determine whether a certain bond should be 
rated above or below another, and in this respect the investor who has uppermost in 
mind security of principal will no doubt differ as to classification, with one who is con- 
cerned primarily with the amount of income received from the investment, and vice verso. 
The arrangement below, however, attempts to balance these two factors. 


FOREIGN GOVERNMENT BONDS 


Approximate Yield about, 
price per cent. 

French Govt. 5%s, April, 1919 96 

U. K. Gt. Brit. & I. 5%s, Feb., 1919 98% 

U. K. Gt. Brit. & I. 5%s, Nov., 1919 9656 

U. K. Gt. Brit. & I. 5%s, Nov., 1921 93 

U. K. Gt. Brit. & I. 5s, Sept., 1918 9934 

Anglo-French 5s, Oct. 15, 1920 90% 

Am. For. Sec. 5s, Aug., 1919 95% 

French Cities 6s, Nov., 1919 87% 

Paris 6s, Oct. 15, 1921 8414 

Dom. Canada 5s, April, 1921 95 

Dom. Canada 5s, April, 1926 93 

Dom. Canada 5s, April, 1931 914% 6.00 
Japanese 2d Series, Germ. Stpd. 444s, 1925 (par value $974) 78% 8.75 


RAILROAD BONDS LEGAL FOR NEW YORK STATE SAVINGS BANKS 


First Grade: 


So. Pac. Ref. 4s, 1955 784 
C. Burl. & Q., IIL, 3%s, 1949 74% 
Lou. & Nash. Unified 4s, 1940 8514 
eS On. cas we vccieauubbescaesenceneeewes 81% 
Nor. Pacific p. 1. 4s, 1997 81 
Union Pacific Ist 4s, 1947 

C. & North West. Gen. 4s, 1987 

N. Y. Cent. Ist 3%s, 1997 

rr re 2 cca vekececesscbaseeccnocoed . 
i as so osu ensue abuse eedaiweeaws Seek 

Union Pacific Ref. 4s, 2008 

Lake Shore Ist 3%4s, 1997 

Norf. & West. Cons. 4s, 1996 

Pennsylvania Consol. 4%4s, 1960 

ee en cs cane atten beeedené-cncnceseceusece 

Illinois Cent. Ref. 4s, 1955 

M. St. P. & S. S. Marie Cons. 4s, 1938........... Piitadtn ate wie aac 
i os alone clecasevedeeéoesete 

Balt. & Ohio 4s, 1948 

Nor. Pacific Gen. 3s, 2047 

Gt. Northern 4%4s, 1961 


HE following table include’ most of the active bonds listed on the New York 


zx 


SMS Ue PO 
= 
IiCoovVlrouUwwIununnn 


le 
zy 


VMN 


DASdwoanwwyor 
Sesssususe 


Second Grade: 


ee I a es Rn ck cc meseaceecnc ces 
rr cn cals eccoutenedueeeceon 
C. M. & St. Paul Ref. 4%s, 2014 

Cc. M. & St. Paul Conv. 5s, 2014 

ee I St on si o's wamonheeabanscecees 
N. Y. Cent. Ref. 4%s, 2013 
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RAILROAD BONDS NOT LEGAL FOR NEW YORK SAVINGS BANKS 


First Grade: 
Cc. Burl. & Q. Joint 4s, 1921 
Oregon Sh. Line Ref. 4s, 1929 
At. Coast L., L. & N. Coll. 4s, 1952 
Colo. & So. %s, 1929 
Lake Shore Deb. 4s, 1928 
I I id ci cen eck aeneeuvesducceuecesents 
Ill. Cent.-C. St. L. & N. O. Joint 5s, 1963 
Seaboard A. L. %s, 1950. 
Union Pacific Conv. 4s, 1927 
Kans. C. So. 1/3s, 195 
Wabash 1/5s, 1939 
Kans. City Term. %s, 1960 
N. Y. Cent. L. S. Coll. 34s, 1998 
Virginian Ry. 1/5s, 1962 
Cent. Pac. Ref. 4s, 1949 
C. Rock I. & Pac. Gen. 4s, 1988 
Atch. T. & S. Fe Conv. 4s, 1960 
Reading Gen. 4s, 1997 

Second Grade: 
St. L.-San Fran. p. 1. %s, 1950 
Den. & R. Grande Cons. 4s, 1936 
Mo. Pac. Ref. 5s, 1923 
So. Pac. Conv. 4s, 1929 
Chesa. & Ohio Conv. 4%s, 1930 
So. Pac. Conv. 5s, 1934 
Ches. & Ohio conv. 5s, 1946 
C. Rock I. & Pac. Ref. 4s, 1934 
Col. & So. Ref. 4%s, 1935 
Kans. C. So. Ref. 5s, 1950 
N. Y. Cent. Conv. 6s, 1935 
Erie Cons. 4s, 1996 
Pere Marquette 5s, 1956 
C. M. & St. Paul 4s, 1925 
Mo. Pac. Gen. 4s, 1975 
Cc. C. C. & St. Louis Gen. 4s, 1993 
St. L. So. West Ha 1989 
Erie Gen. 4s, 1 
Southern Ry. Deb, 4s, 1956 
Erie Conv. 4s, “D,” 1953 
Chic. Gt. West. Ys, 1959 
West. Md. 4s, 1952 


Central Leather 1/5s, 1925 
Western Electric 1/5s, 1922 
Lackawanna Steel Cons. 5s, 1950 
Nat. Tube 1/5s, 1952 

Beth. Steel Ref. 5s, 1942 

Midvale Steel 5s, 1936 

Inter. Mer. Mar. 1/6s, 1941 

Am. Smelt. & Rfg. 1/5s, 1947 

U. S. Steel sinking fund 5s, 1963 
Indiana Steel 1/5s, 1952 

Rep. Iron & Steel 5s, 1940 

U. S. Rubber Ref. 5s, 1947 

Am. Agri. Chem. Conv. 5s, 1924 
Wilson & Co. 1/6s, 1941 
nn eshinne ase eeasbesouena 


Gen. Elec. Deb. 5s, 1952 
PUBLIC UTILITY BONDS 


Am. Tel. & Tel. Coll. 4s, 1929 

Int. Rap. Tran. Ref. 5s, 1966 

Am. Tel. & Tel. Coll. 5s, 1946 

N. Y. Telephone Gen. 4%s, 1939 
Consol. Gas N. Y. Conv. 6s, 1920 
Public Service Corp. N. J. 5s, 1959 
Int.-Met. Coll. 4%s, 1956 


9256 
83 
71% 
85% 
844% 
92% 
88 
72 
86% 
60 
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A Critical Analysis of U. S. Steel 


How Earning Power Has Been Maintained—Why Other 
Companies Have Grown Faster—“Deflating” the Prop- 
erty Account—The Operating Ratio—The Test of 
Efficiency—Is the Corporation Too Large? 





By G. C. SELDEN 





HEN the U. S. Steel Corporation 

was formed in 1901 the purpose 

of bringing together such a huge 

combination of industrial prop- 

erties was stated to be the very great econ- 

omies in production and in administra- 

tion which could be achieved by handling 
the giant enterprise as a unit. 

The company has been an emphatic suc- 
cess. In estimating probabilities whether 
that success will be maintained or in- 
creased in the future it is essential to form 


as good an idea as possible as to what the 
basis of success has been. 





TABLE I—U. S. STEEL’S PRODUCTIVE 
CAPACITY. 


(In thousands of tons) 

Present 
18,400 
22,200 
16,125 





1901 
7,440 
9,425 
7,719 

500 


Pig iron ....... 
Steel ingots ... 
Steel products . 
Cement* 


*Thousand barrels. 





Have the economies expected by the 
founders of the corporation been achieved ? 
Has its prosperity been the result of its 
own individual efficiency, or of general con- 
ditions in the steel trade which have en- 
abled all to prosper? Is its record better 
than the records of independent steel com- 
panies? If it has gained in efficiency of 
production, how was the gain obtained and 
how much further can it reasonably be ex- 
pected to go? 

Wonderful Growth of Capacity 

The most striking feature in the history 
of the company since 1901 is the tremen- 
dous expansion of capacity, as shown in 


Table I herewith. 

It will be noted that the company’s pro- 
ductive capacity for iron and steel has con- 
siderably more than doubled and it has also 
built up an important business in cement. 
Some interesting comparisons, reduced to 
a per cent basis, are shown in Table II. 

In 15 years the company’s actual produc- 
tion approximately doubled, while its total 
stock and bond capitalization increased 
only 5%4%. Evidently this is the main 
cause of the company’s good earnings for 
its stocks—double production applied to 
nearly the same capitalization necessarily 
permits much larger profits for each dollar 
of capital. 

By the steady addition to its capacity, 
the proportion of the business done to total 
capitalization has risen almost constantly. 
This is clearly shown in Table ITI. 

On the other hand, we see from Table II 
that this company’s production has not in- 
creased as fast as the production of other 
iron and steel companies. U. S. Steel’s 
ingot production, for example, in 1917 was 
a little more than double that of 1902; but 
the ingot production of all. other companies 
taken together was four and one-third times 
that of 1902. 


The Water Squeezed Out 

How has U. S. Steel been able to double 
its capacity and production without any 
important increase in capitalization? As 
every one knows, by a heavy application 
of annual earnings to new plants and 
equipment. 

The total amount reported as “expended 
for new construction” since the organiza- 
tion of the company has been $671,354,000, 
or 132% of the total of common stock now 
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outstanding. This is certainly a wonderful 
record. But at the beginning the common 
stock was “water.” It represented the pro- 
moters’ estimate of the value of the pros- 
pects of the business—an estimate which 
has been substantially made good by ac- 








TABLE II—FIFTEEN YEARS’ COMPARATIVE GROWTH. 


Capitalization 

Iron production (tons) 
Ingot production (tons) 
Finished steel (tons) 


Per cent. pig iron to country’s total 
Per cent. ingots to country’s total 


was 3.1% of the corporation’s gross re- 
ceipts in 1902, 6.1% in 1914, and 4.6% 
in 1916. War taxes prevent a fair com- 
parison for 1917. 

Increasing taxation of one kind and an- 
other accounts for a considerable part of 








1917 
(Thousands) 
$1,455,370 
15,653 
20,285 
14,943 


40.5 
475 


1902 
(Thousands) % increase 
$1,379,297 5.5 
7,975 96.0 
9,744 108.0 
8,197 83.0 


9.4* 
27.0* 


44.7 
65.2 


*Per cent. decrease in company’s proportion of country’s business. 








tual results obtained by the company. 

In fact, the company’s reports themselves 
contain an indirect admission that the 
common stock had little or no tangible 
value at the start. “Property account” in 
the assets now stands at $1,521,836,000. 
Since $671,354,000 has been expended in 
new construction (in addition to suitable 
allowances for repairs and depreciation), 
this would leave the value of the property 
when the company was organized at about 
$850,000,000. -But the “property account” 
in 1902 stood at $1,325,000,000. The dif- 
ference between the two figures is $475,- 
000,000, or a little less than the par value 
of the common stock which was issued. 

This property account was gradually in- 
creased to $1,500,000,000 in 1909. Since 
then it has been kept nearly stationary 
around that figure, although expenditures 
for-new construction have been larger than 
ever. In this way the company has been 
gradually “deflating” the property account. 
As matters stand now, the common stock 
has tangible assets behind it. But these 
assets are in the form of new plants, and 
the real question is whether these plants 
can be kept busy at profitable prices after 
the war. 

General Expenses Rise 

It does not appear that the company has 
been successful in reducing the general 
costs of administration. The item of “Gen- 
eral expenses,” which includes administra- 
tive and selling expenses, employees’ com- 
pensation and pension payments, taxes, etc., 


the rise in this item of “General expenses,” 
—not all, but enough of it so that the re- 
mainder is not an important item in com- 
parison with manufacturing and operating 
expenses. These latter afford the real 
golden opportunity for economy and have 
a vital effect on the prosperity of any manu- 
facturing company. 

The per cent of manufacturing costs to 
gross receipts is shown in Fig. 1. It is to 
be borne in mind that this per cent—or 
“operating ratio”—is almost sure to rise in 
dull vears and fall in active years, since 
when business falls off it is not possible to 








U.S. STEEL CORP. 
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PER CENT MANUFACTURING 
COSTS TO GROSS. 














cut expenses proportionally. Many items 
of expense remain about the same regard- 
less of the amount of business being han- 
dled. 
A Uniform Operating Ratio 
Bearing this fact in mind, we see that 








= — 
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there was really a remarkable uniformity 
in U. S. Steel’s operating ratio from or- 
ganization down to 1915. It is difficult to 
discern any broad tendency toward either 
higher or lower proportional costs. So far 
as there was such a tendency it was toward 
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higher costs. In 1916 and 1917 the war 
brought such unusual conditions that the 
ratio for those years indicates nothing as 
to what may be expected under any sort of 
normal sityation. 

However, we must not jump to the con- 
clusion that this comparatively uniform 
operating ratio means that there has been 
no increase in efficiency. For, as shown in 
Fig. 2, the annual average wage per man 
has risen steadily since 1904. Even before 
the war the advance amounted to 33%. 
The increase in the wage-cost of each ton 
of finished product was less but was still 
rather important. From 1904 to 1914 the 
gain was 23%. 

What the big corporation has had to do 
has been to speed up production by using 
improved equipment, more efficient ma- 
chinery and labor-saving devices, so that 
the same labor could produce more of the 
finished product. Fig. 3 shows how much 


the manufacturing departments there has 
been some increase in the number of tons 
of finished steel produced per man, and 
in the production of iron ore the efficiency 
of labor has been doubled. 


The Best Test of Efficiency 

Having in mind this general view of the 
progress made by the company, let us turn 
to the figures which summarize in the most 
inclusive way the company’s ability to hold 
its own against competitors—total net earn- 
ings per ton of finished product sold. These 
are shown in Fig. 4, in comparison with 
similar figures for Republic Steel & Iron 
and Lackawanna Steel. 

It must be fully understood that the only 
thing on this graph that is comparable is 
the tendency for the three different com- 
panies. The character of the finished 
products of the three companies differs a 
good deal, and their methods of account- 
ing differ, not to bring in the question of 
capitalization. Attempts at direct com- 
parisons would be misleading. What the 
diagram does show fairly well is the tend- 
ency of net earnings per ton of product for 
each company. 

The decline in 1904 was, of course, due 
to dull business and the following advance 
until 1907 was due to active business. As 
might be expected, the three companies 
were affected about alike by this general 
condition. 

But in the seven years’ period from 1907 
to 1914 there was a rather disquieting fall 
in U. S. Steel’s net earnings per ton, which 
was not participated in to the same extent 











TABLE III—RATIO OF U. S. STEEL'S 
GROSS RECEIPTS TO ITS TOTAL 
CAPITALIZATION. 








by the other two companies. For example, 
if we compare 1913, an active year in steel, 
with 1907, another active year, we note that 
U. S. Steel’s net earnings per ton of prod- 


has been accomplished in this direction. In uct had fallen $4.15 in the latter year, 
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while Republic’s had declined only $1 and 
Lackawanna’s were 23 cents higher. 

Then the war came, and earnings per 
ton bounded to unheard-of figures, where 
comparisons would be valueless. 











TABLE IV—PROPORTION OF U. S. STEEL’S 
PRODUCTION TO COUNTRY’S TOTAL 
SINCE 1912. 


Pig Iron Ingots 
54.1% 
532 
50.3 
50.9 
50.5 
475 








The rising or falling tendency of net 
earnings per ton sold is about the best 
measure of efficiency we have available. 
The sale prices of steel products are neces- 
sarily about the same by different compa- 
nies, whether they are arrived at by open 
competition or by tacit understanding. But 
the steel companies control their own costs 
of manufacture. If costs can be reduced, 
net earnings per ton will rise; if costs rise, 
net earnings must fall. 

I believe, therefore, we are warranted in 
concluding that from 1907 to 1914 the U. 
S. Steel Corporation was falling behind the 
other two companies in efficiency of opera- 
tion. It is not practical to make the com- 
parison with other independent steel com- 
panies because of differences in product, 
lack of complete statistics, etc. 

We are not much surprised, therefore, at 
the fact already noted that while U. S. 
Steel’s ingot production grew 108% from 
1902 to 1917, that of all other steel com- 
panies together multiplied four and one- 
third times. The giant corporation has 
done well but these other companies have 
done still better. That is the gist of the 
story. 

Under War Conditions 

Even under war conditions, with profits 
in general far above those possible in peace, 
this same tendency has continued, as will 
be noted from Table IV. 

When the next period of severe competi- 
tion in the steel industry comes, I believe 
the U. S. Steel Corporation will have to 
look to its laurels. Just now the Govern- 
ment is said to be absorbing 80% to 90% 


of the country’s total production of steel. 
Under such conditions there is necessarily 
plenty of business for all, though at less 
extravagant profits than were obtained be- 
fore the policy of fixation of prices was 
adopted. 

But when we get back to normal condi- 
tions, with a tremendous addition to our 
steel and iron capacity as a result of war 
construction, the profits of all our steel 
companies will again depend—over a series 
of years—on their economy and efficiency. 

There is a certain size at which an in- 
dustrial enterprise is most efficient. If it 
is too small or too large, it suffers in com- 
parison with other similar enterprises. The 
business which is most highly successful 
must have control of raw materials; must 
handle those raw materials throughout to 
the finished product; must be able to em- 
ploy the highest technical skill and thor- 
oughly competent managers; must be large 
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enough so that every department can be 
systematically and economically coordinated 
with other departments and placed in 
charge of men adequately trained to that 
particular work. 


The Handicaps of Size 
Below that size, an enterprise is handi- 
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capped by its inability to afford a com- 
plete organization. Above that size, it is 
also handicapped, although in a different 
way. It is handicapped by the necessity 
of constantly conciliating the public and 
politicians. Its every act is performed in 
a glare of publicity. Policies which no 
one would think of criticising in a small 
company—in fact, which no one would 
know anything about—would start a howl 
if adopted by U. S. Steel. 

It is handicapped by the danger of too 
much “red tape”’—too much system, so 
much that the method becomes more im- 
portant than the results. It is handicapped 
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by lack of authority on the part of those 
actually handling the work to make quick 
decisions and prompt changes. It is handi- 
capped by inability to make a broad and 
general policy fit all the varying conditions 
that may arise in plants scattered over half 
the United States. 

I believe that in time these handicaps 
will be overcome. For every step in the 
progress of industry there is a certain size 
of enterprise that is most desirable. The 
lone blacksmith would be the largest iron 
factory that could be used by a community 


of Australian bushmen. From that point 
we have kept growing up to something big- 
ger and bigger, but the process of growth 
is slow. The merging of more than half 
the steel and iron industry of the United 
States into a single corporation in 1901 
represented too great a step forward. Civil- 
ization was not fully ready for it. It had 
a tremendous educational value, but the 
corporation itself has not been able to 
maintain fully its position of vantage. 


Competition Not Dead 

The unparalleled expansion of the steel 
industry, aided by the dominating position 
of U. S. Steel in the trade, has so far pre- 
vented any condition of acute competition 
since the great corporation was organized. 
But it would, I believe, be too much to ex- 
pect that such a condition of active compe- 
tition can be permanently averted. In 
times of dullness, the big corporation has 
lost business by its unwillingness to reduce 
prices. As a result of its broad policy it 
has failed to hold the same proportion of 
the country’s business as it had when or- 
ganized. Before the war its net earnings 
per ton had every appearance of being on 
the down grade as compared with those of 
other steel companies. It was suffering 
from its own size. 

The war has changed all that, but only 
temporarily. Uncertain as the conditions 
after the war may now appear, one thing 
is assured—that the most economical pro- 
ducer will eventually get more than his 
share of the business. 

So far, the earnings on the company’s 
stock have been kept up and even increased 
by the very rapid expansion of gross busi- 
ness while capitalization has remained 
nearly stationary. And so far as the imme- 
diate future is concerned, the war will 
doubtless cause a continuance of those con- 
ditions. 








It is vitally necessary that the American people should practice savings on a 


large scale during the progress of this war. In no other way can the Government 


be financed, and without an adequate financing our gallant soldiers and sailors 


cannot be supplied with guns, ammunition, clothing and food.—W. G. Me- 


ADOO, Secretary of the Treasury. 

















Erie’s Outlook 


Under Government Control Earnings Should Be Between 2 
and 3% on the Common—Large Coal Earnings— 


Prospects for Preferred Dividends 








By FREDERICK LEWIS 








HE securities of Erie Railroad are 
now selling at a considerably 
lower level than they did ten 
years ago. Erie common at the 

present price of about 15 is four points 
lower than the lowest price touched in the 
years 1909 to 1916 inclusive. See Table I. 

This would ordinarily indicate that Erie 
Railroad has been on the down grade, but 
as a matter of fact nothing could be farther 
from the truth. The physical condition of 
the property has been greatly improved in 
the last decade. For example the line is 
now double tracked all the way to Chicago, 
this improvement having only recently been 
completed. In 1910 the open cut through 
Bergen Hill was completed, furnishing a 
six track entrance to Jersey City. The com- 
pany’s equipment, also, has been vastly im- 
proved. 

Increased Efficiency 

These improvements have been nearly all 
paid for out of earnings. With, therefore, 
only a small increase in capitalization the 
system has made important advances in 
efficiency of operation. Table II gives a 
comparison of some of the traffic statistics 
and clearly indicates the gains made. The 
average revenue train load, for example, in 
1916 was 698.45 tons, as against 494.87 
tons in 1910, a gain of over 200 tons. 

As is well known to all who have exam- 
ined the records of the railroads of the 
United States, the last decade has been a 
most trying period. Increased wages and 
cost of materials, without a corresponding 
advance in rates, tended to reduce earning 
power and the only offset the roads had for 
this state of affairs was to increase their 
efficiency. Those that were unable to do so 
were placed face to face with receivership 
aud many roads were forced to reorganize 
and reduce their capitalization. 

Erie has not only been able to hold its 
own against these unfavorable factors but 
h:s succeeded in increasing its earning 
power. The effect of the world war on 


railroad earnings as a whole was to greatly 
increase operating revenues. In 1915 and 
1916 this generally resulted in excellent net 
returns, but the tremendous increase in the 
cost of materials, combined with traffic con- 
gestion which was particularly severe on 
the Atlantic seaboard, fairly overwhelmed 
the roads in 1917, so that, although gross 
kept up, net earnings shrank severely. In 
fact the condition was so serious that only 
the timely intervention of the United States 
Government in taking control of the roads, 
with a guarantee of earnings equal to the 
average for the three years ended June 30, 
1917, prevented a catastrophe to the rail- 
roads of the country. 
ERIE RAILROAD 
TABLE I—Price Range of Stocks. 
Ist Pfd. 2d Pfd. 
High Low High Low 
1903.. 74 624% 64% 44 
1904.. 77 5556 58% 33 
1905.. 854% 74% 78% 55% 
1906.. 83 74% 76% 50% 38% 
1907.. 75% 28 67 44% 12% 
1908.. 5134 24% 41 36 12 
1909.. 56% 36% 46 39 2256 
1910.. 52% 35 42 345g 19% 
1911.. 61% 455% 491% 38% 27% 
1912.. 57% 47% 48 39% 30 
1913.. 49% 33% 41 32% 20% 
1914.. 49% 32 40% 32% 20% 
1915.. 59% 32% 54% 455% 19% 
1916.. 59% 46 54% 435% 32 
1917.. 49% 18% 39% 34% 13% 





Common 
High Low 
425 23 
4154 21% 
52% 37% 








Erie was no exception to the rule. Earn- 
ings in 1915 were the greatest in its history 
and 1916’s earnings were above the aver- 


age. See Table III. In 1917, in spite of 
the fact that gross earnings beat all records, 
net earnings were the smallest in years, 
showing a decrease of no less than $9,035,- 
184 over net earnings for 1916. 

In the face of this huge loss Erie was 
able to show a surplus of $1,847,416, which 
is equal to 3.88 per cent. on the first pre- 
ferred stock. See accompanying graph. 
The factor that saved the situation was the 
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big increase in income from the coal prop- 
erties. 

Erie controls. directly coal properties ag- 
gregating 12,500 acres of anthracite and 
67,000 acres of bituminous lands. In ad- 
dition it owns practically all of the $5,000,- 
000 capital stock of the Pennsylvania Coal 
Co., which holds extensive coal lands at 


and that earnings from the coal properties 
are likely to be exceptionally high for some 
time to come, this estimate should be re- 
garded as a decidedly conservative one. It 
is, in fact, probable that earnings will 
reach 3 per cent on the common stock. 
Erie has not paid out anything in divi- 
dends since 1907, when 2 per cent was paid 








ERIE RAILROAD 


TABLE II—Traffic 


Revenue freights moved (tons) 

Average haul per ton (miles) 

Average revenue train load (tons) 

Average rate per ton per mile (cents).......... 
Passengers carried 


Statistics. 
1916 
44,359,341 
220.25 
698.45 


0.584 
28,381,417 


1915 


39,974,996 
214.25 
674.10 


0.590 
26,769,048 


1910 
38,763,600 
165.48 
494.87 
0.599 
25,277,283 








Pittston, Avoca, Old Forge and Dunmore, 
Pa. Increased earnings of these coal prop- 
erties enabled Erie to report “other income” 
for 1917 of $8,686,000, which compares 
with “other income” of only $3,395,922 in 
1916. 
Government Control 

Under the Government’s guarantee of 
earnings, it is estimated that Erie’s surplus 
available for dividends will be about $5,- 
000,000. This estimate is made on the 
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basis of $3,000,000, for “other income,” 
which is about the average “other income” 


reported previous to 1917. A $5,000,000 
surplus is equal to 14.4 per cent on the 
first preferred stock and after allowing for 
4 per cent on the first and second preferred 
stocks, is equal to 2.2 per cent on the com- 
mon. 

In view of the fact that in 1917 “other 
income” was over eight and a half millions 


on the first preferred stock. In 1906 and 
1905, 4 per cent was paid on the first and 
second preferred stocks. In 1904 4 per 
cent was paid on the first preferred; in 
1903, 314 per cent was paid on the first 
preferred; in 1902, 3 per cent on the first 
preferred and in 1901, 134 per cent on the 
first preferred. 

Since 1907 Erie has reported a surplus 
available for dividends every year, with 
the single exception of 1908. All these sur- 
plus earnings have been put back into the 
property so that now its financial, as well 
as physical condition, is much improved. 

Working capital as of Dec. 31, 1916, 
stood at over $10,000,000. 

While Erie’s capitalization is rather 
high, being $229,857 per mile of main 
track, the fact should be remembered that 
the lines of this company are as well placed 
as any in the country, as the Erie route is 
the shortest between New York and Chi- 
cago. Capital stock consists of $47,892,- 
400 4 per cent non-cumulative first pre- 
ferred stock, $16,000,000 4 per cent non- 
cumulative second preferred stock and 
$112,378,900 common. Total bonds $207,- 
550,500; total notes $15,000,000 (due 
April 1, 1919); total equipment trust obli- 
gations $15,996,500; total funded debt of 
controlled and leased lines $26,209,900. 

At the annual meeting of stockholders 
held in April, 1917, the following resolu- 
tion was passed: “Inasmuch as it appears 
from yearly reports that dividends on pre- 
ferred issues have been earned for several 
years past, directors be requested to de- 
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shape and will receive an excellent return 
under Government control. 

The first preferred stock can be re- 
garded, in the opinion of the writer, as an 


clare within thirty days from the date, divi- 
dends on both issues in such proportions as 
are warranted, provided they shall have 
been earned.” 








ERIE RAILROAD 


TABLE IlI—Earnings on Stock. 
Ist Pfd. 2d Pfd. Common 





Dividend Possibilities 
The hint was not taken by the directors 
as the outlook at that time was anything 


but bright. The question of dividends on 

the preferred stocks is now strictly up to a aehesbes R 15.57 1.65 
the Government. There appear to be good sjog7 °"77""" "19.33 a 
grounds for the Government permitting *]908 ........ eae aoa ate 
dividends on these issues. As already ‘*1909 ........ 7.15 9.42 0.77 
pointed out the earnings under Government [1910 ........ 13.07 27.15 3.30 
control will be, on a conservative estimate, a ee = yes 14 
3% times the first preferred dividend. +*j9}3 |'|'''' "1699 38.69 494 
Moreover the millions that the company *1914 ........ 2.97 sees cage 
has put into the property from earnings the 1915 ........ 17.20 39.50 5.05 
last ten years would appear to justify the a esretnee 558% 25.13% 3.01% 


payment of something to the long patient 
stockholders. 


*Years ended June 30. 





Erie first and second preferred and com- 
mon stocks are now selling at levels far un- 
der what they have in the past, in spite of 
the fact that the road was never in better 


attractive purchase for the long pull, as a 
dividend on this issue in the near future is 
by no means an improbability. 








After the War 


After the war will come the more serious period of adjustment, and on the way in which 
our financial and industrial leaders handle this problem will depend the successful liquidating 
of our present credit extensions. The position of the country, however, should be materially 
improved at the close of the war. We have become a creditor nation and will continue to be. 
At the outbreak of the war, we were debtors to the extent of $5,000,000,000 or $6,000,000,000. 
Since then we have received over $1,000,000,000 of gold from abroad. We have bought abroad 
probably $2,500,000,000 of our securities, and we have loaned through private channels approxi- 
mately $2,000,000,000 to foreign countries, and in addition our own Government has given 
credits in the way of advances to the Allies of approximately $5,000,000,000. - How much further 
this process will go, no one can estimate at this time, but it is certain that the declaration of 
peace will leave us in a strong position as a creditor nation. We will have abundant natural 
resources and such a productive capacity that the various nations of the world will continue 
to come here to borrow. The countries that are on a depreciated paper basis today will not 
be in a hurry to resume specie payments, consequently they will not be borrowing our gold. 
They will prefer to borrow commodities which will be used for the development of their 
natural resources, and to restore normal conditions. Our large stock of gold, which is now 
in excess of $3,000,000,000, will, on the liquidation of our present war credit structure, in the 
main, remain with us, and will be used as the basis for the extension of credit. 

But it will be necessary for us to conserve our strength by every wise precaution we can 
devise. Chief among these measures is likely to be that of an adequate protective tariff. I 
have always been theoretically a “free-trader,” but the competitive conditions which peace is 
certain to bring will be so different from those that exist in ordinary peace times that I am 
convinced we shall have to put up protective bars, as will every other belligerent nation, 
rather than lower them, in international trade. So, the tariff is bound to be one of the 
big issues after the war—Charles H. Sabin. 


















Central Leather Enters a New Field 


Profits Chiefly Dependent on Leather Prices—Big War 
Earnings—Rising Equity Behind Stock—The 
Price Outlook 


By MEREDITH C. LAFFEY 











the leather business we find every- 

thing from the very small manu- 

facturer to the great combine, the 

latter typified by the Central 
Leather Company, which was incorporated 
in 1905 as successor to the properties and 
other assets of the United States Leather 
Company. 

This concern is the dominant factor in 
the manufacture of sole leather, and owns 
and operates no less than eighty-six tan- 
nery plants and extract works in various 
states with over 9,000 employees. It is 
well supplied with all the necessary ad- 
juncts to its operations and owns over two 
hundred miles of railroads, glue works, ma- 
chine shops, woodworking shops and over 
half a million acres of timber lands. 


ing to over $3,000,000. It also purchased 
the Wilder Tanning Company of Wauke- 
gan, Ill. By entering the upper-leather 
field the company should stabilize its earn- 
ings to some extent, for the reason that the 
markets in sole and upper-leather do not 
always move together, and very frequently 
the American Hide & Leather Company, 
which is primarily an upper-leather manu- 
facturer, will report poor earnings for the 
same quarter in which Central Leather 
does exceptionally well, and vice versa. A 
case in point is the first quarter of the cur- 
rent year when Hide and Leather’s profits 
gained while Central’s declined sharply. 
The capitalization of the Central Leather 
Company has shown very little variation 
from year to year. In fact the only change 
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CENTRAL LEATHER’S 
1917 


Operating profits 
Total income 
Bond interest 


INCOME ACCOUNTS 


1916 
$93,247,552 
17,289,713 
17,327,409 

1,838,208 _ 


1914 
$60,814,903 
6,690,823 
6,715,131 
1,838,207 


1915 
$68,917,939 
8,441,640 
8,465,104 
1,838,207 





Preferred dividends 
Common dividends 


4,876,924 
2,330,930 
1,191,028 


15,489,201 
2,330,930 
3,275,326 


6,626,897 
2,330,930 
1,588,038 











2,707,929 
19.9% 
10.8% 

4% 


1,354,965 
14.7% 
6.4% 
3% 


9,882,945 
46.5% 
33.1% 

8.25% 








The purpose of the lumber holdings is, 
of course, to provide the necessary bark for 
tanning purposes, but the wood itself is a 
source of considerable income, being sold 
for cedar posts, railroad ties, pulp wood 
and other purposes. The chestnut timber is 
used for extract purposes. Considerable 
revenue is derived from the sale of glue and 
grease which are by-products of the in- 
dustry. 

Enters Upper-Leather Field 

In 1917 the company acquired an inter- 
est in two large modern upper-leather 
plants in the west—the investment amount- 
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for some years has been the gradual re- 
duction in the funded debt through the 
operation of the sinking fund which 
amounts to from $750,000 to $1,000,000 
annually and is met from stumpage money. 
In 1911, the First Mortgage 5s amounted 
to - $36,764,150. In addition there were 
$2,782,000 U. S. Leather Debentures out- 
standing, making a total debt of $39,- 
546,150. The extent to which this total 
has been reduced is apparent in the follow- 
ing statement of the present capitalization: 


Capitalization, December 31, 1917 
First mortgage 5s, due 1925 $31,665,150 
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Preferred stock 7% cumulative... 
Common st 


33,299,050 
39,701,030 


$104,665,230 

From 1910, when gross sales were first 
reported, to 1914 inclusive, gross sales did 
not fluctuate greatly and averaged about 
$59,000,000. Operating profits on the 
other hand fluctuated rather widely, rang- 
ing from $2,278,489 in 1911 to $6,690,823 
in 1914, 

In this connection it should be noted that 
the leather companies, unlike some indus- 
trials such as the large steel manufacturers, 
are not self contained from raw material to 
finished product but must go into the mar- 
ket and buy their hides. As the hide mar- 
ket changes, the large inventories carried 
may fluctuate millions of dollars in value. 
As these fluctuations are not always com- 
pensated exactly by the finished leather 
market, the company’s net profits are in- 
fluenced to no little extent by changes in 
the quotations for the raw material. 


Its War Profits 


In 1915 a slight war stimulus occurred. 
In the following year profits more than 
doubled on an extraordinary margin be- 
tween hide and sole leather quotations, and 
the company became a semi-war industrial, 
for the demands for sole leather for army 
shoes, which are consumed at a prodigious 
rate, and the greater manufacture of belts, 
harness, etc., produced an entirely abnor- 
mal demand. The crest of this prosperity 
was reached in the last quarter of 1916. 
The first half of 1917 continued extremely 
good but on a declining scale. In the last 
two quarters of the year the decline con- 
tinued but at an accelerated pace, and in 
the first quarter of 1918 dropped to a point 
below that of any period subsequent to the 
March quarter of 1915. ‘7 

This is explained by a big recession in 
the price received for leather, which was 
produced from hides bought at fancy 
prices. ‘The decline subsequently reached 
the hide market, one variety declining from 
31 to 16 cents a pound. Now that this 
break in the market has given the company 
an opportunity to acquire stock at low 
prices, the margin of profit should prove 
larger in the second quarter of the year. 

In the table herewith, we give a summary 
of the Central Leather Company’s income 


accounts reported for the last four years. 

In the first quarter of 1918 the company 
earned $1,141,488 for dividends, or at the 
rate of 5.6% annually on the common 
stock. 

The preferred stock has received its divi- 
dends regularly since the organization of 
the company. The first common dividend 
was at the rate of 2% in 1914. The pres- 
ent rate is 5% and appears to be quite well 
established. 

Under the charges of repairs and main- 
tenance and replacements the company has 
regularly made very substantial appropria- 
tions. From 1910 on they have always been 
in excess of $1,000,000, taken together, and 
in 1917 they reached over $2,200,000. The 
management is thoroughly conservative. 
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The property is fully maintained through 
these liberal charges, and the balance shown 
available for the stock may be regarded as 
not a shade over a fair statement. This 
conservatism is further shown by the divi- 
dend disbursements. In the last six years, 
the amount available for common dividends 
has aggregated 94.55%, of which only 
26.25% has been paid out, leaving an un- 
distributed balance of 68.3%, or well up to 
the current market value of the stock. 
A Rising Equity 

As the amount of stock has remained un- 
changed and the bonded debt has been re- 
duced during this period, there has been a 
steady increase in the equity behind the 
stocks. The working capital has been built 
up from $48,425,973 in 1912 to $74,805,- 
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396 in 1917, the 1917 statement being as 
follows: 
Current liabilities 
Net working capital $74,805,396 
Of the assets, $63,476,288 consists of in- 
ventories. With stock on hand in such 
large amount, a swing of only 10% in the 
price of hides will mean a variation of over 


$6,000,000 in profits, or of about 15% on 
the common stock, unless compensated by 








CENTRAL LEATHER NET WORKING CAP. 
19m 1912 ‘1913 1914 1915 1916 1917 





a 
° 


Millions of Dollars 


N 
w 








e 








vel 


a corresponding change in the leather mar- 
ket. 

The current liabilities include $6,000,000 
as a reserve against excess profit and in- 
come taxes, which make the other current 
obligations. at about the irreducible mini- 
mum. The net working capital is $9,841,- 
196 in excess of the combined bonds and 
preferred stock. This leaves a margin for 
the common stock in addition to the invest- 
ment account of $4,548,249 (including Lib- 
erty Bonds) and the property account of 
$56,792,212. The latter has been reduced 
on the books from over $66,000,000 in 
1911, a further sign of the conservatism of 
the management. Contrary to what might 
be expected, the tannery plants, etc., repre- 
sent less than one-third of the property ac- 


count, the bulk of it being made up of the 
very extensive timber land holdings. 

There can be no question but what the 
common stock is fully covered by tangible 
assets and from the asset standpoint it de- 
serves a high rank. The bonds and prefer- 
red stock are to be regarded as first class 
industrial investments. 

The market action of Central Leather 
has been fully covered in a recent article in 
this publication, and a single instance of 
the wide moves of the common will serve 
to show that this issue is still more than a 
little speculative in character. In 1913 it 
sold at 17; in 1917 at 123, a case of seven 
fold increase. In the Fall of 1917, it 
dropped back to 55 and is now at about 65 
where it yields 7.7% on the payments of 
5%. 

Conclusion 

While the stock has its merits, we can- 
not regard it as particularly attractive at 
this figure. The profits are too unstable 
and depend not only on the volume of 
sales, but on the movement of a raw mate- 
rial market beyond its control. In fact, 
the actual amount of leather sold does not 
change very much from year to year, yet 
the profits range from 5% to 33% on the 
common. 

With the excess profits tax in force, the 
company will have to pay over in taxes a 
large portion of its gains from favorable 
leather market changes, while it will have 
no offset on unfavorable changes. We do 
not believe that the poor earnings of the 
first quarter of 1918 necessarily presage an 
unsatisfactory record for the whole year, 
but taxation and the uncertainties of the 
situation may make extra dividends inad- 
visable, and we see no particular incentive 
towards the purchase of the common stock 
at this time. 

We believe that the able, conservative 
management and steady progress of the 
company make it an excellent issue for the 
long pull. But its wide speculative fluctu- 
ations make it desirable for the investor to 
select his buying point with some care. 








Ascertain, if possible, how widely a syndicate on a new bond issue is spread. 
If it is very wide, extending over the country, or perhaps also being carried 
abroad, there is likelihood that the distribution of the securities will be ac- 


complished easily. 
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Right and Wrong Methods of Investment 


and Speculation 
XIII.—Foresight the Prime Essential 








By RICHARD 


D. WYCKOFF 





ONCE asked a leading operator, 
“What do you regard as of first 
importance in the make-up of a 
successful trader or investor?” 

“Foresight,” said he without slightest 
hesitation. 

This is another qualification that is lack- 
ing in the majority of people. They are 
apt to do their buying because of certain 
known conditions, whereas it is the condi- 
tions that will prevail a month or six 
months from now that should be their real 
guide. 

The truth of this statement may be con- 
firmed by your own experience. How many 
of your trades were made, or your invest- 
ment securities purchased, after due con- 
sideration of the probable future status of 
that company’s affairs? Is it not true that 
most of them were made because of an 
existing situation, and regardless of that to 
come ? 

The public reasons thus: Here is a stock 
that is paying 17% dividends and selling 
under par. Therefore, I will buy it. In 
such a decision no foresight whatever is in- 
volved, in fact, foresight is thrown to the 
winds. 

In the selection of sound investments 
which are to be the medium of your income 
for future years, the utmost amount of fore- 
sight is required. It requires some training 
to be able to analyze and compare and to 
forecast the future status of a security, 
particularly in these perilous times. It re- 
quires even more judgment to select the 
very best which may be adapted to your 
purpose, because that involves a thorough 
knowledge of the entire field. For this rea- 
son, very few people are qualified to select 
their own investments and do it properly. 

Foresight is something that can be ac- 
quired by any one—it is a matter of train- 
ing. This training is something you must 
do for yourself. The best that any one else 
can do is to call your attention to the neces- 
sity for it, and point out some of the few 
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ways in which it can be accomplished. This 
magazine is full of illustrations, though 
perhaps in reading its past numbers you 
have not recognized them as such. 

In the July 21, 1917, number (Vol. XX) 
you will find a very good analysis of the 
position of U. S. Steel, wherein the future 
course of that company’s earnings, tonnage 
and probable market price was accurately 
forecast. In the series “Which Kind of a 
Stock is Best” (Vol. XIII) a very clear 
method of forecasting the future earnings, 
dividends and melon-cutting of stocks like 
Sears, Roebuck and the Chain Stores was 
indicated, and the best part of that sugges- 
tion was that it worked. The future earn- 
ing power of stocks like the Porphyry Cop- 
pers can be calculated over a period of 
years so that the investor knows fairly well 
what average return these stocks will yield 
in five, ten or twenty years. 

Take an entirely different proposition 
such as American Can, which used to sell 
around $2 per share. Any one who looked 
into that enterprise during its years of de- 
velopment might have seen that the com- 
pany was pouring money into extensions 
and improvements in a way that must mean 
large earning power for the future. Its 
product was being greatly diversified, and 
thus the company’s earning power was be- 
ing steadily fortified. Its plants, which 
were originally very poorly equipped, 
were finally brought up to a high state of 
efficiency, and the earnings on the common 

“stock at present are simply a justification 
of the forecast which might then have been 
made. 

When General Motors was selling at $35 
per share and earning one dollar per annum 
for every dollar of its selling price, the 
future of that company’s business was al- 
ready assured, and a rapid enhancement in 
its market price was the natural result. 
This price finally exceeded the wildest 
dreams of any one who might then have 
been attempting to form an estimate. 
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As pointed out in some of my former 
articles, buying securities that are other 
than mortgages, promises to pay, etc., is 
like buying a partnership in a business. 
Common stockholders especially are in this 
class, because they share only in the final 
results, after the bondholders and preferred 
stockholders have been taken care of. And 
while, in the case of a successful corpora- 
tion, the common stockholders are the ones 
to reap the greatest harvest, this is com- 
pensated by the fact that in case of a re- 
ceivership, they are the ones to pay the 
greatest assessment. 

If you buy a partnership in any business, 
you are very careful to investigate first. 
Why not do the same when you are buying 
stocks? 

Foresight is the essence of sound invest- 
ment and speculation. 

Use foresight, and you will have very 
little competition. 

That is to say, while you are buying your 
shares, ninety-nine other people will be 
purchasing without proper consideration of 
the facts affecting either the future of the 
industry as a whole, or that of the corpo- 
ration which issues the stock. 

The man who buys securities in a panic 
is exercising foresight, because he knows 
that a panic cannot exist forever, and that 
eventually the situation will be adjusted. 
The same is true of the one who sells out 


at a very high level of prices. He knows 
that the boom will be succeeded by a panic. 
He can then replace his stocks at a much 
lower figure. 

The broker who phones a client and 
says, “Anaconda has just declared its reg- 
ular dividend. I think the stock is cheap at 
the present price,” is not using foresight, 
because he is recommending a purchase on 
the known facts. The foresighted way of 
looking at it is this: “Anaconda has de- 
clared its regular dividend. The market 
price has undoubtedly discounted this ac- 
tion by the directors. There is nothing 
more to be expected on the bull side. 
Therefore, I cannot recommend its pur- 
chase.” ‘Thousands of such instances may 
be heard in the brokerage houses every day, 
and they prove that foresight is one of the 
least cultivated qualities employed. 

The future of all railway, industrial, 
and other corporations is at present very 
much involved in the intricacies of war and 
its aftermath. It requires an uncanny 
judgment to be able to see through the dense 
clouds of uncertainty which surround the 
situation and obscure the future. But in 
this, as in all other times, there are certain 
classes of stocks and bonds which are more 
or less immune from such uncertainties, and 
if we are to benefit, rather than suffer from 
these circumstances, it is our business to 
exercise foresight to the very utmost. 


[SERIES TO BE CONTINUED] 











The above check was drawn on the old United States Bank, Office of Discount and Deposit, 


at New York, July 10, 1793, ly 125 
president of the Lincoln’ 


Alexander S. Webb, Jr. 


by Henry Remsen, the great-grandfather of 
Trust Company.—Mettco Meteor. 
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Note.—The Railroad and Industrial Digest, Notes on Public Utilities, Oil Notes and Mining 


Digest, contain condensations of the latest news 
are not to be considered official unless so stated. 


regarding the companies mentiened. The items 
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nor the authorities for the various items guarantee them, but they are selected with the utmost 
care, and only from sources which we have every reason to believe are accurate and trustworthy. 
Investment commitments should not be made without further corroboration.—Editor. 





RAILROADS 





ATCHISON—New Directors—At the an- 
nual meeting of the stockholders, Dewitt 
Cuyler of Philadelphia and Augustus D. 
Juillard of New York were elected. As suc- 
cessor of Carl D. Grey, who resigned as 
Controller to join Director McAdoo’s staff, 
D. L. Gallup of New York was chosen. 
President Ripley gave out a letter from Mr. 
McAdoo assuring railroad men that he will 
give his undivided attention to the question 
of railroad wages as soon as the present 
Liberty Loan campaign is over. It indi- 


cates that the government will be able to 
make the wage announcement about May 4. 


BOSTON & MAINE—Decrease Due to 
Increased Costs—The road handled a gross 
business last year of $59,350,778, an increase 
of 7% over 1916 and the greatest single 
year’s turnover. Net, after operating ex- 
penses was only $12,285,838, a decrease of 
close to $5,000,000 from 1916. Operating ex- 
penses consumed over 79% of gross an in- 
crease of 10%. The most startling increase 
in subsidiary charges was in hire of freight 
cars. It was 15% greater than in 1916. 
Total deductions were $11,777,697, leaving 
net deficit of $419,384, compared with net 
profits of $4,790,873 in 1916. Efficiency of 
operation was indicated by heavier car 
loading, an increase of 4.07% over 1916. 
Under Government control the company is 
-entitled to $11,695,646, leaving a surplus 
after charges of $1,870,559, equal to 4.4% 
on the preferred and common stock. 


CHIC., MIL. & ST. PAUL—Action on 
Dividend Deferred—For another month, St. 
Paul stockholders may continue to guess 
whether any disbursement covering the last 
half of 1917 is to be forthcoming. That 
the usual 2% on the common will be passed 
is taken for granted, but doubt still exists 
concerning the usual 344% semi-annually on 
the preferred. St. Paul’s by-laws prohibit 
the payment of dividends in excess of the 
amount earned for the stock. About 4% 
was earned on the preferred last year (noth- 
ing on the common). -As 34% was dis- 
bursed on the preferred on September 1 
last as of the first half of 1917, only 4%, ap- 
parently, is available for distribution on the 
preferred for the last half of 1917. 


CHIC., ROCK ISLAND & PACIFIC— 
Net Income in 1917—Earnings were less 
than in 1916, the balance available for divi- 
dends on the common stock, after payment 
of the dividends on the two classes of pre- 
ferred stock, equivalent to 7.7% amounted 
to $5,747,371. Operating revenues were 
$89,608,722, an increase of $8,719,592 over 
1916. Net operating income fell off $2,799,- 
294, to a total of $19,193,047. The balance 
available for dividends amounted to $7,527,- 
145. During 1917 the receiver and the man- 
agement expended $3,909,953 for additions 
and betterments. 


DENVER & RIO GRANDE—Court Not 
to Review Judgment—The refusal to review 
the proceedings in the case of the judgment 
for $38,000,000 in favor of Western Pacific, 
is a most serious matter for the Denver 
stockholders. It establishes definitely 
Western Pacific’s huge claim, unprecedented 
perhaps in railroad or corporation annals 
and one which it is absolutely impossible 
for D. & R. G. to pay in cash or even in 
securities without arranging a substantial 
compromise with Western Pacific bond- 
holders. The stockholders’ equity appears 
to be of no substantial value. The $38,000,- 
000 claim comes after the adjustment in- 
come 7% bonds, but ahead of the stock and, 
if this claim were collected through sale of 
the property under foreclosure, there 
would likely be little if anything left for 
the stock. The only solution of the “mess” 
appears to be a general compromise by all 
parties concerned. 


ILL. CENTRAL—Contract with U. S— 
The stockholders adopted a resolution vot- 
ing directors authority to make a contract 
with the government covering Federal con- 
trol or to accept 90% as just compensation 
for return to the road as provided in the 
bill, the additional 10% to be arbitrated. 
The railroads are being operated to better 
advantage than heretofore under govern- 
ment control. 11%% is a fair standard of 
return by the government to the company 
and its subsidiaries. 


LONG ISLAND—Reduces Trolley Fare— 
The Glen Cove Railroad, owned by the L. 
I. Co., which raised its fare to six cents in 
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December last, reduced the fare to five 
cents, in conformity with the recent decision 
of the Court that the Public Service Com- 
mission had no authority to grant increases 
in trolley fare. The decision applies to two 
other companies owned by the L. I. Co. 
which had advanced their fares to six cents. 
In legal Wall Street circles the decision of 
the court is construed to apply to all trolley 
companies in the State. 


MISSOURI PACIFIC—Seven Months’ 
Surplus $6,618,181—The seven months’ in- 
come account shows total operating reve- 
nues of $47,193,409 and a surplus of $6,618- 
181 after deduction of expenses and charges. 
Earnings on the $82,839,500 common stock, 
after allowing for dividend requirements on 
the 5% preferred were equal to $5.46 a share 
for the seven months’ period, or at the 
annual rate of $9.36. 


N. Y. CENTRAL—To Receive $10,000,000 
From Government—The Railroad Adminis- 
tration will loan $10,000,000 to the company 
at the rate of 6% to take up an equal amount 
of 444% one-year notes, maturing May 1. 
A trust indenture covers the collateral to 
be deposited as security. It will consist of 


stocks and long-term bonds equal to the 
face amount of the loan plus a substantial 


margin of safety. The maturing notes were 
unsecured. 


NEW YORK, NEW HAVEN AND 
HARTFORD—Notes Paid—Earnings—The 
$45,000,000 notes were paid at the office of 
J. P. Morgan & Co. and the Bankers Trust 
Co. in N. Y., and at the First National Bank 
and the Shawmut National Bank in Boston. 
The gross income for 1917 was $27,741,717, 
as compared with $30,346,639 in 1916. The 
surplus was $2,404,095, equal to $1.53 a share, 
as compared with $3.53 in 1916. The basis 
of reimbursement by the government es- 
tablished the net operating revenues at 
$21,500,000. Out of this the company must 
pay $18,000,000 for rentals and interest 
leaving about $3,000,000 available for divi- 
dends to which will be added the 1% saved 
in interest in the refinancing of $43,000,000 
by the Government. The law, however, gives 
the President power to compel the putting 
back into the road for betterment of all 
kinds of portion of the whole of the net 
revenues available for dividends. The 
matter of the dividend rested with the Pres- 
ident, and would be determined by the 
amount of net surplus made available. While 
the amount available might appear to be 
as high as 3%4%, there was no certainty 
that the dividend would be that. The pro- 
visions of the bill under which the President 
of the United States has taken over the rail- 
roads seem to assure the New Haven Com- 
pany of an annual compensation of $17,000,- 


000 or more and of at least $2,000,000 above 
all charges. 


NORFOLK & WESTERN—$1,000,000 
for Improvements—Work has started at 
Bristol, Va., on the yard improvements. 
The first contracts are about $170,000. It 
is estimated that.about $1,000,000 will be 
expended before the company completes its 
plans for the general improvement of its 
facilities there. The work already outlined 
provides for the erection of a 16-stall round- 
house, which may be enlarged to house 24 
locomotives, a machine shop, a reinforced 
concrete overhead bridge and a reinforced 
concrete underpass. The yards will have 12 
tracks when the work is completed. All is 
to be done by January next. 


PENNSYLVANIA—Joint Terminal Use 
—No. of Stockholders—Beginning April 28, 
all passenger trains on the B. & O., be- 
tween Washington and New York will use 
the Pennsylvania terminal in New York. The 
number of investors holding P. R. stock in 
March was the greatest in the history of the 
company. The road had 102,512, compared 
with 100,000 in February. The average 
amount of stock amounted to 97.41 shares, 
a decline of 10.52 compared with February. 
In Pennsylvania, there are now 45,064 share- 
holders, an increase of 7,310 over a year ago. 
The number of women holders continues to 
increase. 


READING—Earns $9,780,242—The rail- 
road’s income fell off to a marked degree 
during 1917, while the coal company’s in- 
come increased so that the profits of the 
holding company, despite heavy increases 
in taxes, increased slightly during the year. 
The figures for 1917 being $9,780,242, and 
for 1916, $9,543,186. The Reading Company ° 
in 1917 reported total receipts of $8,395,107, 
as against $8,643,453 in 1916, and paid taxes 
of $416,830 as against $335,000 in 1916. The 
Philadelphia and Reading Coal and Iron 
Company reported for 1917 total receipts of 
$49,896,908, an increase of $7,195,847, almost 
exactly the entire amount being represented 
by increased anthracite sales, which form 
about 98 per cent. of the company’s business. 
Expenses increased during the year by $3,- 
707,847, to a total of $43,308,941, and taxes 
went up from $207,308 to $1,151,333. The 
net profit for the year, with this and other 
adjustments, consequently rose from $2,- 
463,790 to $5,436,633. The operating revenue 
of the railroad increased in 1917 by $6,578,- 
529 to a total of $66,831,398. Operating 
expenses, increased $11,819,825. Taxes in- 
creased from $1,729,465 to $2,036,567, non- 
operating income fell off slightly, and the 
net income of the company declined from 
$14,656,914 to $8,500,649. The net income 
after deductions for preferred dividends 
amounted to $7,400,242, equivalent to $10.57 
a share on the common stock of the com- 
pany. 
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AMERICAN CAR & FOUNDRY—30,- 
000 Car Order—Contracts for the construc- 
tion of 30,000 box and coal cars of standard 

modern type and heavy capacity have been 
awarded by the Railroad per to the 
Co. Between $80,000,000 and $90,000,000 is in- 
volved. Extra shifts of om are at work, and it 
is expected that all of the cars will be completed 
in time for the Fall and Winter business of 
the railroads. Negotiations for the construc- 
tion of 70,000 additional freight cars are pend- 
ing. The contract was arranged on the basis 
of an approximate profit of 5 per cent. on the 
manufacturers’ cost. 


AMERICAN SHIPBUILDING—Large 
Government Contract—The company has 
received a contract from the U. S. Shipping 
Board for 66 ships, of a size, that will pass 
through the Welland Canal, delivery of which 
the company guarantees to be made not later 
than August, 1919. On the profit basis estab- 
lished by the Shippin ae it involves a 
total expenditure of $50,000 000, with a re- 
sultant profit of $2,500,000 to "the company, or 
about 16% per cent. on its $15,000,000 capital 


stock, 


AMERICAN SUMATRA—Restrictions 
of Imports—The War Trade Board has an- 
nounced that in order to obtain additional 
ship tonnage importation of tobacco leaf, 


among other things, will be prohibited. Li- 


censes may be obtained for shipments from 
Cuba and the West Indies only. This will 
shut out importation of wrapper tobacco from 
Sumatra. Wrapper tobacco grown in Cuba 
and the West Indies, does not compete with 
the American Sumatra product. 


AMERICAN TOBACCO—Accused of 
Unfair Methods of Competition—The Fed- 
eral Trade Commission has issued a complaint 
charging the company with various unfair 
methods of competition, in violation of section 
5 of the Federal Trade Commission Act. The 
complaint alleges that the company has adopted 
and maintains a system of fixing prices at 
which its products shall be resold by jobbers 
and wholesalers thus securing their active co- 
operation in enlarging the sale of its price- 
maintained products to the prejudice of com- 
petitors who do not fix or maintain resale 
prices. 


BALDWIN LOCOMOTIVE—May Re- 
sume Common Dividends—The company 
wrote off $15,800,000 from surplus in reduc- 
tion of patents and good-will account. The 
operations of the Baldwin Works and the 
Standard Steel Works should be taken as a 
whole. Although this writing off left a bare 
surplus of $55,346, the combined surplus 
of the two companies at the beginning 
of the current year is $3,449,816. With earn- 
ings anything like those of the past year Bald- 
win could pay a dividend on its common stock 
and still have a substantial surplus. Con- 
tinuation of a conservative writing off policy 
may be followed but it is not to be expected 
that such heroic treatment will be given as 


was the case last year. From its 1917 earn- 
ings the company set aside $600,000 for de- 
preciation and $538,118 as a capital adjustment. 
The net value of the new Eddystone buildings, 
$2,864,321, was charged off from the 1916 
profits. Its reserve account for depreciation 
of plant and machinery, Jan. 1, 1918, totaled 
$1,200,000. The combined profits of the two 
companies in 1917 equalled $49 a share on the 
Baldwin common. 


CENTRAL FOUNDRY—Doing Good 
Business—Large profits are expected from 
the pig iron business of the Central Iron & 
Coal Co., its subsidiary, which last year pro- 
duced 85,000 tons of pig iron. One quarter 
of the 1918 production was sold under contract 
at $45 a ton, before the Governmental price 
of $33 a ton became effective. With the fixed 
price of $33 a ton continuing for the balance 
of the year, the company will have an average 
pig iron price of $36 a ton in 1918. This com- 
pares with an average price of about $25 a 
ton in 1917, and $14 a ton in 1916. 


CHANDLER MOTOR—Earnings Show- 
ing Up Well—On an output slightly in ex- 
cess of 2,000 cars for the first quarter of 1918, 
as compared with close to 4,400 cars in the 
same period a year ago, the company earned at 
the annual rate of $26.75 before war taxes on 
its outstanding stock, which is all of one class. 
The company will be forced to depend entirely 
on its passenger car business for its earnings 
during the first half of the current year. But 
in the third quarter, the company will begin to 
secure a portion of its earnings from its trac- 
tor business. It has a $10,000,000 order for 
tractors from the U. S. Government. The 
company is earning close to 2% times the $12 
dividend on its passenger car sales alone 
despite the radical cut in production. In 1917, 
Chandler earned $34.03 a share on $7,000,000 
capital stock before taxes, as compared with 
$24.51 on the same amount of stock in 1916. 


CORN PRODUCTS—Quarter’s Earnings 
$2,820,058—The net available for common 
of $2,820,058 compared with $2,450,038 in the 
first quarter of 1917. This is 5.65 per cent. 
on the common, or at the annual rate of 
22.6 per cent After deducting charges for 
maintenance and_ estimated excess profits 
taxes the net earnings from operations were 
$3,845,708. Interest and income from $&e- 
curities owned of $67,135 brought the total 
income up to $3,192,843. There was charged 
off for depreciation and interest on bonds 
$570,814, which left a balance for the pre- 
ferred dividend of $3,342,029, compared with 
$2,972,009 in 1917. 

GENERAL ELECTRIC—Sales in 1918 
Improving—The business of the company 
in the current year is running slightly in ad- 
vance of the corresponding period of 1917. 
Orders up to the week ended April 13, aggre- 
gated $69,589,000, as compared with $67,457,000 
last year. This was at the annual rate of 
$240,000,000, compared with $234,000,000 for 
1917. The company’s report for 1917 will 
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show a net income after taxes of $27,000,000 
applicable to interest and dividends. 


INTERNATIONAL AGRICULTURAL 
—Receiving Acid Supply Satisfactorily— 
In recent weeks the company has been getting 
a most satisfactory amount of acid under its 
contract with Tennessee Copper. For sev- 
eral weeks the average has been not far from 
950 tons per day. This with the receipts from 
the Ducktown contract, brings its total acid 
tonnage up to not far from 1,100 tons per 
day. Because of the great advance in raw 
material the company has an abnormal amount 
of money tied up in inventories. This has 
required some bank assistance, but its bills 
payable item amounts to about $4,000,000. 


INTERNATIONAL PAPER—Funded 
Debt Reduced—The company has taken ad- 
vantage of its prosperity of the past two years 
to reduce its funded debt. In 1917 its funded 
debt was reduced from $14,947,000 to $11,942,- 
000. As the company earned $31.11 a share 
on the preferred stock outstanding as of De- 
cember 31, 1917, compared with $22.85 a share 


for 1916, it is quite probable that further re- 
duction will be made in the funded debt dur- 
ing the current year. 

RAILWAY STEEL SPRING—Current 
Assets Increased—Bonded Debt Reduced— 
In a period of three years, the coh 


in- 
creased its excess current assets by 895, 
and reduced its bonded debt by $3,600,000, a 
total equal to over $66 a share on the common 
stock. Its working capital on Dec. 31, 1917, 
was $9,913,681, and it had less than $3,000,000 
bonds outstanding. Its property account on 
Dec. 31, 1917, was given as $29,311,122, a re- 
duction of $2,811,354 for the year. Working 
capital and property valuation total, $38,624,- 

Deducting bonded debt and preferred 
stock leaves a balance of $22,157,000, equal to 
over $164 a share on the common stock. 


REPUBLIC IRON & STEEL CO.— 
Earnings—The net earnings for quarter 
ended March 31, 1918, were $3,527,729, a de- 
crease of $2,308,452 from 1917. After pre- 
ferred dividends, balance of earnings were 
equal to $9.50 a share on common, as com- 
pared with $14.40 a share earned in the cor- 
responding quarter of 191 Surplus avail- 
able for common in 1917 was $51.88 a share, 
and in 1916, $47.95. Unfilled tonnage which 
on March 31, 1918, stood at 421,021 tons, com- 
pared with 418,943 on Dec. 31, 1917, an in- 
crease of over 2,000 tons. 


TOBACCO PRODUCTS—Dividend in 
Scrip—Net earnings of the company for 
the three months ended March 31 were $645,- 
000. This was approximately $100,000 in ex- 
cess of a full year’s dividend requirements on 
the outstanding preferred stock. Indications 
are that the distribution will be made in scrip, 
but the matter has not been definitely decided. 
The corporation is now paying dividends at 
the rate of 6 per cent. on the common stock. 
The advisability of paying the dividend in 


scrip bearing interest is because the company 
must employ an unusually large working cap- 
ital owing to the increase in its business and 
the higher prices for tobacco. 


UNITED FRUIT—$10,291,000 for Funded 
Debt—The company will pay out in interest 
and for retirement of bonds and the four-year 
5 per cent. notes, a total of $10,291,000. On 
June l*a further payment of $160,000 will be 
made cleaning up the balance of 5 per cent. 
serial debentures falling due on that date. The 
company has cash in reserve so that the opera- 
tion represents a straight reduction of interest- 
bearing debt of this amount. This will leave 
the company with $4,925,000 4% per cent. de- 
bentures of the 1923 and 1925 maturities and 
about $1,250,000 bonds of its English sub- 
sidiary. A reduction of $27,184,000 has been 
made, of which only $10,000,000 has been by 
issuance of additional stock. 


U. S. RUBBER—Will Save $3,500,000— 
The company will import at deast 10,000,000 
pounds of crude rubber from its own Suma- 
tra plantations this war. This rubber will 
cost delivered in New York, not over 25 
cents a pound. The same grade of rubber 
sold in the open market at 65 cents a pound. 
Taking 60 cents a pound as a fair average, 
there develops a saving to the company of 
35 cents a pound. This amount to $3,500,000 
for the year, equal to close to $10 a share on 
the common outstanding. 


UNITED STATES STEEL—Expended 
$671,354,802 for Additions—The corp. has 
spent $671,354,802 for new construction and 
additions to property, equal to $132 for each 
share of common stock. The excess of cur- 
rent assets over liabilities, including sinking 
fund and reserve fund assets, stood at $525,- 
383,487 on Dec. 31, 1917, a gain of $387,272,942, 
or 280 per cent. over Dec. 31, 1901. The in- 
crease of working capital combined with con- 
struction expenditures, amounted to a total 
at the end of last year of $1,058,627,744, or 
$208 a share of common stock. The steel 
ingot capacity of December 31 last was 22,- 
200,000 tons per year, a gain of 124 per cent. 
over 1901. Finished steel capacity amounted 
to 16,125,000 tons per year at the end of 1917, 
a gain of 109 per cent. in the sixteen-year 
period. 


WESTERN ELECTRIC—Gross Sales 
Show Small Decline—Because of curtail- 
ment in demand for new construction on the 
part of the Bell Telephone System, the com- 
pany’s gross sales, so far this fiscal year, have 
shown a moderate decline from the 1917 fig- 
ures. In its year to December 31, last, it 
handled a gross business of $150,340,359, an 
increase of $43,353,682, or 40.5 per cent. over 
the previous year. So far during 1918, gross 
has been running at the rate of $130,000,000 
per annum, a decline of $20,000,000, or 13.5 
per cent. This decrease will doubtless be in- 
creased still further as the year progresses. 
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The Philadelphia Company 


How Coal and Oil Have Helped a Utility— Will Millions 
of Its Assets Have to Be Written Off? 





By J. H. WESTCOTT, Jr. 





HE last few months have seen some 
further developments in the posi- 
tion of this company, always 
noted for its chameleon-like 

changes. Coal and oil are now providing 
a considerable portion of its net revenues 
and seem destined to become even more im- 
portant factors. ; 

Incorporated in 1871 as the Empire Con- 
tract Co., its name was soon changed to the 
Mexican National Railway Co., then to the 
Commonwealth Contract Co., afterwards to 
the Rio Grande Extension Co. and finally 
to its present one. Even now, its name is 
somewhat of an anomaly, as its principal 
activities are centered in and around the 
city of Pittsburgh. 

Its Pyramid of Securities 

Its capital stock is well diversified, there 
being outstanding at this time $6,763,650 
par value 6 per cent cumulative pre- 
ferred of an authorized issue of $25,- 
000,000, $1,442,450 par value 5 per 
cent non-cumulative preferred of $2,- 
033,400 authorized and $42,943,000 com- 
mon of $44,900,000 authorized. All 
of the shares are of the par value of $50 
each. It has also a varied assortment of 
funded debt, with first mortgage and col- 
lateral mortgage 5s, due 1948, to the 
amount of $6,500,000, consolidated mort- 
gage and collateral trust 5s, due 1951, of 
$15,148,000, debentures of different issues 
of $11,751,000 and notes to the amount of 
$7,500,000. Not to be outdone by other 
companies in the method of financing, it 
has guaranteed the notes of its subsidiaries 
to the amount of $2,400,000, the bonds of 
its subsidiaries to the extent of $3,605,000, 
and other bonds and notes of $900,000. 

This makes a stock capitalization of 
$51,149,000, and bonds, debentures, notes 
and guaranteed notes and bonds of $47,- 


804,000, a total of $98,953,000. If this 
were all, its financial condition would be 
fairly well assured but the story of its fi- 
nancing is only 69 per cent told. There 
exist underlying bonds on its subsidiaries 
not owned or guaranteed by the company 
or its subsidiaries and not included in the 
foregoing, approximating $45,000,000 in 
the hands of the public, upon which they 
can reasonably hope to receive interest. The 
total capitalization of the company and its 
subsidiaries in the "hands of the public, is 
approximately $143,953,000, but this does 
not include the capital stock and bonds of 
its subsidiaries held by the Philadelphia 
Co. 
Properties and Earnings 

The company owns or controls over 
1,740 gas and 129 oil wells in Western 
Pennsylvania, West Virginia and Ohio, 
about 3,500 miles of pipe lines, including 
distributing and transportation mains in 
Pittsburgh and vicinity, and gas rights cov- 
ering 640,000 acres in West Virginia, Ohio 
and West Pennsylvania. It owns the en- 
tire capital stock or a controlling interest 
in ten natural gas companies, two oil, four 
manufactured gas, two electric light and 
power, one coke, and one equipment com- 
pany, and in many street railway com- 
panies in Pittsburgh and vicinity. Its 
holdings of traction companies amount to 
$32,638,450 par value and electric light 
and power companies, $21,740,900, par 
value, and bonds amounting to a face value 
of $13,010,000. 

The earnings of the company have 
shown a substantial increase in the last 
three years. The income applicable to divi- 
dends on the common stock for the year 
ended March 31, 1917, was $5,187,786 as 
against $4,252,549 in 1916 and $3,277,788 
in 1915. Prior to 1915, there had been a 
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substantial decrease for three years. In 
1914, the company earned $3,688,577 as 
compared with $4,156,954 in 1913, $5,- 
068,897 in 1912, and $4,884,676 in 1911. 
The percentages earned on common stock 
were, in 1917, 12.08%; 1916, 9.90; 1915, 
8.40; 1914, 9.45; 1913, 10.65; 1912, 
13.01, and 1911, 12.67. 

Notwithstanding the increase in earn- 
ings, its current assets on March 31, 1917, 
were about $2,000,000 less than its current 
liabilities, excluding accrued liabilities of 
$1,067,979, the nature of which is not 
stated. Its cash position is very weak, as 
it had only $1,026,248, a decrease of $1,- 
612,071 under that of March 31, 1916. 

Its natural gas department is very pros- 
perous. The largest item of net income is 
derived from this branch of its activities. 
The net earnings after taxes for the eleven 
months ended Feb. 28th, 1918, were $4,- 
482,154, a decrease of only $4,609 under 
the corresponding peried of 1916 and 
1917. Its oil department is also prosper- 
ous. From April Ist, 1917, to March Ist, 
1918, it showed earnings after taxes of 
$492,676, an increase of $284,599 over the 
corresponding period of 1916 and 1917. 
Coal also added earnings after taxes of 
$650,553 for the same period. The in- 
crease from the oil and coal departments 
was $935,152. 

The Delicate Traction Situation 

This is the most unfavorable factor. 
The company has loaned large sums of 
money to the Pittsburgh Railways Co. to 
enable it to. continue its operations. It 
recently refused to make any further loans. 
The Pittsburgh Railways Co. was not able 
to pay the interest due January Ist, 1918, 
upon the bonds of the Central Traction 
Co., Duquesne Traction Co., Federal 
Street & Pleasant Valley Co., United Trac- 
tion Co., and nine others of its subsidiaries. 
These bonds amounted to $14,446,000, 
and the Philadelphia Co. purchased the 
coupons due January Ist, 1918. 

The Pittsburgh Railways Company is in 
a critical condition. On April 23, 1918, 
the officials of the Co. asked the U. S. 
District Court to appoint a receiver to take 
over its affairs. Its net income for the 
year ended March 31st, 1917, after de- 
ducting rentals, interest, etc., was only 
$10,272, as compared with $111,608 in 


1916 and $37,457 in 1915. During these 
three years there was abnormal prosperity 
in Pittsburgh and vicinity, which ought to 
have offset the increased operating cost 
and the high labor and material increase. 
However, the Pittsburgh Co. did make a 
better showing than in the previous years, 
except in 1914, when its surplus was 
$114,278. In 1913 its deficit was $473,- 
643, as compared with $2,534,564 in 1912, 
$1,483,251 in 1911 and $1,238,574 in 
1910. 

This has affected the Philadelphia Co. 
very seriously, as it owns the entire capital 
stock of the Pittsburgh Railways, amount- 
ing to $5,000,000 par value of its com- 
mon and preferred stock. The Philadel- 
phia Company also owns $14,344,000 par 
value’of the common and $11,655,850 par 
value of the preferred stock of the Con- 
solidated Traction Co., which in turn 
leases the above named Central Traction 
Co. and other companies. 

The Philadelphia Company also owns 
$10,000,000 of the non-cumulative income 
debentures and $2,050,000 of the general 
mortgage bonds of the Pittsburgh Rail- 
ways. The debenture bonds pay interest 
only when earned, and such bonds do not 
usually command a high market price. 
The most unfortunate aspect results from 
the fact that the Philadelphia Company 
carried those stocks and bonds, together 
with a comparatively few shares and bonds 
of other traction companies, on its balance 
sheet, at a valuation of $30,265,796. In 
view of the serious difficulties of these 
companies, this valuation cannot be 
deemed as otherwise than extremely hope- 
ful. A conservative valuation would re- 
sult in reducing the same by between $15,- 
000,000 and $20,000,000 and perhaps 
more. This would eliminate the entire sur- 
plus of the company and result in a deficit 
of between $7,000,000 and $12,000,000. 

Net earnings from the Street Railway 
Department of the Philadelphia Company 
for the eleven months ended Feb. 28th, 
1918, after taxes, were $2,986,912, a de- 
crease of $1,135,586 under those for the 
corresponding period of 1916 and 1917. 
The situation is therefore becoming worse. 


Electric Department 
The Philadelphia Company owns all the 
common stock of the Duquesne Light Com- 
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pany, amounting to $21,720,900 par value. 
There is in the hands of the public, $5,- 
941,000 of the 7% preferred stock of the 
Duquesne Co. and $773,000 of its bonds. 
The funded debt of the subsidiaries of 
the Duquesne Light Co. is $3,993,000, of 
which $1,520,500 is owned by the com- 
pany. Its net income for the year ended 
March 31st, 1917, after deducting fixed 
charges, etc., was only $2,168,327.56. Div- 
idends on its preferred stock took $397,- 
465.67, and miscellaneous items $7,331.21, 
leaving a balance of $1,763,530.68 as 
earned for its common stock. This was 
equal to only $8.12 a share, not a very 
large percentage, in view of the fact that 
the generating capacity of the plant was 
taxed to its utmost because of the improved 
business conditions in and around Pitts- 
burgh. The net earnings of the Duquesne 
Company for the eleven months ended 


of the Consolidated Gas Company and in- 
terest thereon, which has been in default 
for two years. The Philadelphia Com- 
pany owns the entire capital stock of the 
Gas company, which has been operating 
at a loss for some years. However, an 
investigation has not disclosed any agree- 
ment whereby the Philadelphia Company 
has made itself liable for the above named 
bonds or interest thereon. If the courts 
decide adversely to the company, it will 
add a considerable additional liability to 
the present onerous burden of the com- 
pany. 

Another unfavorable factor is the early 
maturities of its notes. On August Ist, 
1918, $500,000 becomes due; Oct. Ist, 
1918, $150,000; on April Ist, 1919, $7,- 
000,000; on Oct. Ist, 1919, $150,000, and 
on January Ist, 1920, the sum of $1,- 
500,000. As companies of the highest 








PHILADELPHIA COMPANY 
Comparative Summary as of March 31. 


1913 


Property and Plant $11,348,895 

Stocks and Bonds of Other 
Companies 

Cash 

Earnings Applicable for 
Dividends on Common. 

Per cent. Earned on Com.. 

Dividends on Common.... 


4,156,954 
10.65 
1% 


1914 
$11,878,901 


70,743,306 
1,750,449 


3,688,577 
9.45 


1916 
$36,160,364 


54,464,979 
2,638,319 


4,252,549 
9.90 
6% 


1917 
$37,803,938 


55,166,075 
1,026,248 


1915 
$24,402,318 


63,073,418 
1,147,097 


3,277,788 
8.40 
1% 54% 


5,187,786 
12.08 
1% 








Feb. 28th, 1918, after taxes, etc., were $2,- 
426,594, a decrease of $292,292 under 
those for the corresponding period of 1916 
and 1917. 

The stock of the Duquesne Company is 
carried on the balance sheet of the Phila- 
delphia Company at a valuation of $21,- 
702,900, which seems to be high, in view 
of its earnings and the market price of 
other electric companies earning more than 
the Duquesne Company. 

On February 14th, 1918, an action was 
begun against the Philadelphia Company 
for the purpose of holding it liable for 
the ipterest on the bonds of the United 
Traction Company, which was defaulted 
on January Ist, 1918. The company has 
a funded debt of $9,999,000. On Feb- 
ruary 13th, 1918, an action was brought 
against it to establish direct liability for 
the $5,000,000 first mortgage 5% bonds 


credit find it difficult to borrow money even 
at high interest rates, there is consider- 
able uncertainty as to how these maturities 
will be met. 


Estimated Asset—Value of Shares 


An appraisement of the company’s shares 
is beset with more than ordinary difficul- 
ties. If the valuations contained in the 
March 3lst, 1917, balance sheet are ac- 
cepted as conservative, the common shares 
would have a net asset value of around 
$59 a share, par $50. But a very con- 
siderable deduction should be made be- 
cause of its traction and other troubles. 
Assuming a valuation of one-third of the 
par value of its traction stocks and 50% 
of the face amount of such bonds, to be 
conservative, deduction of $18,032,710 
would have to be written off the assets. 
This is about $21 a share, leaving a net 
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asset value of $38 per share of stock. 

But the increase of the valuation of its 
property and plant from $11,878,901 in 
1914 to $37,803,938 in 1917 might well 
bear investigation. On March 31, 1914, 
the property and plant of the company 
consisted of the lease of 692,438 acres of 
gas and oil territory, 1,448 gas and oil 
wells, and 3,103 miles of pipe lines and 
mains. On March 31, 1917, such property 
consisted of leases on 641,869 acres, 1,740 
gas wells, 3,517 miles of pipe lines and 
129 oil wells, and, through its stock own- 
ership of the Equitable Coke Company, of 
some valuable coal lands. The number of 
acres of leases decreased about 7%, while 
the number of gas wells increased only 
about 20%, and pipe lines and mains 
about 13 per cent. The increase in the 
valuation was 218%, but perhaps this does 
not allow for the coal and oil lands. Their 
exact value is unknown. For the fiscal 
year ended March 3ist, 1918, the coal 
properties will probably show net earnings 
of $700,000. If the value is calculated at 
ten times the earnings, it would be $7,- 
000,000. From this should be deducted 
the funded debt of the Equitable Company 
of $1,500,000, which is not carried on the 
balance sheet of the Philadelphia Company 
as a liability, although guaranteed by it. 
This would leave the value of this equity 
at $5,500,000. 


Oil Properties 


If the same valuation is made of its oil 
properties, it would amount to about $5,- 
200,006. But such a valuation must be 
deemed high, as it does not take depletion 
of the mines and oil wells into account. 
The capital stock of the Philadelphia Oil 
Company, the oil subsidiary of the Phila- 
delphia Company, is carried on its balance 
sheet at a valuation of $1,261,500. After 
making this deduction, the equity of the 
Philadelphia Company could be valued at 
$4,000,000. If we add $2,375,780, which 
is 20% of valuation of $11,878,901 in 
1914, for additional gas wells and pipe 
lines, $5,500,000 for coal lands and $4,- 
000,000 for oil wells, the property and plant 
valuation would be $21,378,901, or $14,- 
425,037 less than the 1917 valuation. This 
amounts to approximately $16.80 a share, 
which would leave a net asset value of 
about $21.20 a share. 


In this calculation no deduction has been 
made to bring the value of its electric light 
stock down to the market price of the 
shares of other companies which return the 
same percentage of earnings. Nor has 
there been any deduction made for deple- 
tion of gas properties. Such properties do 
not produce forever. The Company’s ex- 
perts have estimated the life of its natural 
gas properties at between twenty and 
twenty-five years. 


Dividends and Market Action 


Dividends have been paid on the com- 
mon stock for many years. In 1917, 7% 
was paid, 6% in 1916, 54% in 1914, 
7% trom 1911 to 1914 inclusive, 6% from 
1903 to 1910 inclusive. The company is 
a well seasoned dividend payer, which al- 
ways has a material effect upon the market 
action of its shares. 

The common shares sold as high as 
$59.25 in 1911. In 1916 the high was 
$47.50, and the low was $38.50. In 1917 
the high was $41.50 and low $25. This 
stock has not stood the shocks of the stock 
market as well as many other utilities. On 
Mareh 9th, 1918, the shares sold for 
$25.75, and then at $21.25 on April 20th 
on the sales of only 3,900 shares during 
that time. During the week ended April 
27th, 1918, the market price advanced to 
$27 on the sale of 4,100 shares. Since 
that time the price has fallen somewhat. 


Can It Come Back? 


The hope for this stock lies in its oil, 
coal, natural gas and electric light depart- 
ments. The first two are showing in- 
creased earnings, and the last two may get 
relief through incregsed rates or lower 
operating expenses. But the future is not 
particularly bright for the stockholders. 
Should large capital reductions be made, 
as has been done in some other years, its 
present surplus of $8,055,541 might be en- 
tirely wiped out and a substantial deficit 
result. It would require a considerable 
portion of its earnings over a period of 
years to make up such a deficit. In_ that 
case, dividends might be reduced or passed 
altogether. It would appear that the 
shares are selling high enough at around 
$25 each. The technical condition of the 
stock, however, has been improved by dras- 
tic liquidation within the last few months. 











Marconi—Messenger of Mars 


Rapid Growth of the Company—Earnings for Stock—The 
Romance of the Wireless—Prospects 





By J. G. DONLEY, Jr. 





ws wireless is the messenger of 
Mars—the God of War. It 
, knows no man-made barriers. 
From the nerve centre of naval 
activities, it speeds on its mission to the 
fringes of the high-seas fleet. From divi- 
sion headquarters, it puts its fingers on the 
alert outposts. From the tiny speck in the 
sky—sustained by throbbing motor and 
outstretched wings—it brings instant word 
to the thundering batteries. 

So it happened that when America en- 
tered the war on the side of the Allies, the 
Marconi Wireless Telegraph Co. of Amer- 
ica, was immediately mobilized into the 
war service of America. 

This was followed by subsequent orders 
which brought the company entirely under 
government control, and resulted in the tak- 
ing over by the Navy Department of all 
the company’s coast stations, as well as its 
high power stations in New Jersey, Cali- 
fornia, Hawaii and Alaska, for military 
purposes. The operating staffs of these sta- 
tions are now being enrolled in the Navy, 
and the plants are being operated for gov- 
ernmental and public message traffic, sub- 
ject to censorship. Compensation arrange- 
ments have been agreed to, based on the 
company’s investment in certain plants and 
on estimated traffic earnings of other com- 
mercial communication concerns under nor- 
mal conditions. 

Rapid Expansion 

The pressure of war demands has 
brought about expansion in the Marconi 
Wireless of America in three main direc- 
tions: (1) manufacturing facilities, (2) 
supply of operators, and (3) staff of trained 
construction engineers. 

Development along the first line of ac- 
tivity has been of immediate importance to 
stockholders, in that it has resulted in 
greatly increased earnings. The second and 
third lines of growth are of importance in 
the longer outlook, in that they represent 
building for the future. In order to meet 
these organization needs, the company has 


increased its school facilities for the train- 
ing of wireless operators, and is also bear- 
eing the expense of a thorough technica) 
training for a force of junior engineers 
which will enable them to cope with the 
many problems of wireless production and 
communication, as well as the installation of 
wireless apparatus on vessels. The Mar- 
coni Company’s new school, known as the 
Marconi Institute, has recently been com- 
pleted, and is located at 25 Elm Street, 
New York City. The Institute is equipped 
with the most advanced types of wireless 
telegraph apparatus, and has a code room 
which can accommodate 275 students. 

The Marconi Company manufactures its 
own apparatus in its factory in Addene, 
New Jersey. The entire product of this 
factory now goes to the Government, and 
for the duration of the war the company 
is prohibited from selling equipment to out- 
siders. In order to meet war-time require- 
ments, two large additions to this manu- 
facturing plant have been built; and a third 
addition will soon be in operation. The 
productive capacity of the Aldene works 
has been trebled by the addition -of these 
new facilities, and the plants are now be- 
ing operated by alternating shifts of me- 
chanics, and with a steadily increasing 
force of engineers. 

What this activity has meant in the way 
of expanding earnings is vividly shown in 
Table I, which gives a comparison of gross 
and net earnings, reserves, and the balances 
after all deductions for the last seven 
years. While the Marconi Company is now 
a Government agency and full information 
as to its operations is discreetly withheld, it 
it understood that most of the recent earn- 
ings growth has been derived from the 
manufacture and sale of wireless apparatus 
and not in the handling of censored com- 
mercial messages in competition with wire 
and cable lines. 

For the stockholder, results speak plain- 
ly enough. Results for the last four years. 
expressed in terms of the percentage earned 
on the capital stock ($5 par), have been as 
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shown in the following table: 


OS ES TO RR NTRTE 159% 
Rect raenaanpeie cease 1.89% 
UE vosiccboekthesicdeanil 2.60% 
SEK ene 6.18% 


Marconi’s war prosperity has been such 
that on April 10, 1918, the directors de- 
clared a dividend of 5%, payable August 
1, to stock of record July 15. The last 
previous dividend paid was the initial pay; 
ment of 2% on August 1, 1913. 

The annual report for 1917 states that 
the net profits for the year, after utilizing 
$162,820 for reserves, amounted to $617,- 
772, as against $259,889 in 1916, or an in- 
crease of 138 per cent. 


How Plant Has Increased 


Growth in plant, real estate, buildings, 
and machinery in the past three years is 
shown in Table II. Analysis of this table 
shows that the greatest percentage of growth 
has been in “real estate, buildings, and 


growth of the American merchant marine 
and its full employment, there has been an 
increase in this item of fully 47 per cent 
in the past three years. The necessity for 
this increase has been the impelling factor 
in bringing about Marconi’s manufacturing 
expansion. 

The effect of capacity operation of its 
manufacturing plant upon Marconi’s oper- 
ating ratio has been rather striking. Com- 
parison is rendered somewhat difficult in 
that gross operating revenue was not given 
in the 1917 report. Total operating reve- 
nue—which is gross revenue, less royalties 
—is, however, given as $1,229,467 in 1917, 
as compared with $796,290 in 1916. In 
spite of this notable increase in total oper- 
ating revenues in 1917, operating expenses 
in 1917 were actually less than in 1916, 
amounting to $547,148 in the more recent 
period, as compared with $558,358 in the 
previous year. So that net operating in- 
come for 1917 was $682,319, as compared 








TABLE I—MARCONT’S INCOME ACCOUNTS. 


Years Ended Gross 
Jan. 31 

a a ca ia ee eel $141,731 
2 RT eke Sey: 105,515 
ge RRR ae Ste 127,503 
ea aceite 332,243 
11 Mos. to Dec. 31, 1913.......... 391,287 
Years Ended 

Dec. 31 
he Eas bacon aaine ala patd 756,572 
al 748,238 
Dy itetudsgebietseneeeceateesea 862,502 
(ere Not Reported 





Net Reserves, 
Earnings Etc.* Balance 
$23,166 $12,936 $3,701 
14,325 11,126 1,721 def. 
28,658 11,261 15,238 
242,235 30,989 211,246 
211,484 33,233 178,251 
$271,888 122,011 149,877 
288,994 111,678 177,316 
$336,041 76,152 259,889 
$780,592 162,820 617,772 


*To 1913, reserves were chiefly for depreciation of stations and equipment; from 1914 to date 
a charge of $50,000 annually against expiration of patents has also been included. 


tIncludes income from investments. 
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machinery” and this finding bears out what 
has previously been said about the im- 
portance to stockholders of the development 
of manufacturing facilities—for these items 
cover mainly factories and equipment. 
Whereas the increase in the company’s in- 
vestment in “high power stations” has been 
only about 10 per cent, and the gain in 
“coast stations” has amounted to only about 
9 per cent, as compared with 1915, the 
item of “real estate, buildings and ma- 
chinery” has expanded more than 150 per 
cent. Of next importance is the added 


value of “ship stations,” or apparatus in- 
Reflecting the rapid 


stalled on vessels. 


with $237,933 in 1916. In other words, 
the ratio of expenses to total operating rev- 
enue fell from 70 per cent in 1916, to about 
44 per cent in 1917. 

Of course, it is hardly fair to credit all 
the improvement in operating ratio to 
greater manufacturing efficiency, because 
some of the gain has probably resulted 
from fuller operation of stations under gov- 
ernment control. But in the absence of de- 
tailed information as to the sources of rev- 
enue, emphasis may properly be laid upon 
the part which a trebled factory capacity 
has undoubtedly played in reducing costs, 
of production. 
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Beginnings 

Going back to Marconi’s beginnings: 
The company was incorporated November 
22, 1899, under the laws of New Jersey, 
to operate wireless telegraphy in the United 
States and dependencies, under the patents 
of Guglielmo Morconi, Professor Fleming, 
Thomas A. Edison, and Professor Michael 
Idvorsky Pupin. In March, 1912, the 
company acquired the assets and patents 
of the United Wireless Telegraph Co. 
Later it also acquired the patents of Sir 
Oliver Lodge. 

The original capitalization was $6,650,- 
000, consisting of 66,500 shares of $100 
par value. This capitalization was quar- 
tered in 1910, by reducing the par value of 
the outstanding shares to $25. In 1912, 
the authorized capitalization was increased 
to $10,000,000, and the par value further 
reduced to $5. There is at present out- 
standing $9,999,500 capital stock, of a par 


American “Marconi stock is listed on the 
New York Curb, and is at present selling 
around the best prices of the recent past— 
33% to 37g. So far this year, the high has 
been 37g, and the low 3%. In 1917 the 
high was 334, and the low 2%. Back in 
the bull market of 1916, Marconi got up 
as high as 434, and the low was 4. 

The company’s balance sheet of Dec. 31, 
1917, reveals a financial position of con- 
siderable strength as compared with pre- 
vious years. Net working capital was $1,- 
400,508, against $1,100,653 in 1916, and 
$831,419 in 1915. The profit and loss 
surplus was fully $1,419,549, or about 70 
cents a share on the stock, without taking 
account of various reserves totaling 
$573,461. 


The Outlook 


The foregoing comparisons seem to work 
out a very good case for Marconi stock, and 








TABLE II—RECENT GROWTH OF MARCONI WIRELESS 


High power stations 
Coast stations 
Ship stations 
Real estate, buildings, and machinery....... 


Cee eee eee ee eee ee ee eee 
TOR PP Pee eee ee eee eee eee 


Tee ee eet eee eee eee eee 


1917 1916 1915 
$4,403,539 $4,283,455 $4,014,829 
418,762 415,513 385,015 
556,406 469,193 378,255 
321,621 126,847 126,843 








value of $5. There are no bonds or notes. 
The American Marconi Company oper- 
ates in connection with a number of English 
and European Marconi concerns. Under 
its own name it operates 60 land sta- 
tions throughout the United States and has 
equipped nearly 500 American merchant 
steamships. In 1913, arrangements were 
made for connections with the Western 
Union, but the war has held up the prac- 
tical working out of this plan. 
South America 


The zone of Marconi’s activities was ex- 
tended to South America through the es- 
tablishment, in 1917, of the Pan-American 
Wireless Telegraph & Telephone Co., in 
which the American Company holds a large 
interest. An official of the company is at 
present in South America making arrange- 


> 


ments for the location of high-power sta-_ 


tions there. Moreover, the new corporation 
has acquired the right to use all patents 
and concessions of the American and Eng- 
lish Marconi companies, and likewise the 
Poulsen-Pedersen system. 


it may be set down as a good speculation 
for a long pull, with prospects of consider- 
able enhancement in value over a period of 
say ten, twenty, or thirty years. 


The company itself appears to be on the 
right track. It has the basic patents, and 
the men who perfected these patents are 
still working for the company. Improve- 
ments are eagerly sought out and incorpo- 
rated into existing apparatus and plants. 
Its school is building for the future an effi- 
cient corps of employees, and a strong di- 
recting force of engineers. After the war, 
wireless telegraphy may be expected to gain 
an increasing share of commercial traffic in 
competition with the land wire and ocean 
cable lines. With the full capacity of its 
factory in operation- during 1918, earnings 
results may be expected to run consider- 
ably ahead of 1917, when net income was 
a trifle more than 30 cents a share. 

People who once ridiculed the wireless 
have lived to marvel at its accomplishments. 
And we who marvel now have seen nothing 
more than the first phase of its growth. 











Public Utility Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded as 
RECOMMENDATIONS, to purchase or sell. 





AMERICAN POWER & LIGHT—1917 
Earnin Gross earnings of the combined 
properties constituting the system were $11,- 
389,659, against $10,344,895 in 1916 and net 
earnings were $4,762,414 constrasted with $#,- 
717,754 a year ago. The balance in 1917 ap- 


plicable to the payment of dividends on the 
ty was $336,827 and the surplus was 


COMMONWEALTH POWER—March 
Shows Surplus of $90,952—The March earn- 
ings of the company show great improvement 
over January and February. While gross 
earnings show only a small increase, there is 
a surplus after charges of $90,952, as against 
a deficit of $14,144 the preceding month. 
There was available for.common $1,187 as 
compared with a deficit of $103,909 in Feb- 
ruary. Additional water power plant put into 
operation assisted in making for better earn- 
ings. Railway operation is now normal and 
some increases in rates will soon be put into 
effect which should make for further improve- 
ment in earnings. Application has been made 
to the War Finance Corporation for an ad- 
vance to meet the retirement of the outstand- 
ing $8,081,000 6% convertible bonds. Interests 
holding large blocks of the bonds have already 
signified their willingness to acquiesce to this 
arrangement. 


DETROIT UNITED RAILWAY—Earn- 
ings—For the last ten days of March earn- 
ings were $485,779, an increase of $30,187 over 
the corresponding period of last year. Earn- 
ings for the month of March totaled $1,473,572, 
representing an increase of $103,125 compared 
with March, 1917, and an increase over Feb- 
ruary last of $64,410 and $10,784 over January. 


INTERBOROUGH RAPID TRANSIT 
—Passenger Traffic Decreases—Interbor- 
ough travel in Greater New York showed a 
decrease to 38,099,384 for January, 1918, from 
39,211,173, for the corresponding month last 
year, although train mileage increased to 6.- 
617,104 from 6,545,821. The Brooklyn Rapid 
Transit carried 19 611,561 passengers in the 
same month, compared with 18,129,906 last 
year. The subway’s chief loss was between 
96th Street and South Ferry, where 1,669,665 
fewer fares were carried, compared with an 
aggregate loss of 1,111,789 on all Interborough 
lines, indicating that gains elsewhere were 
offset by inroads below Times Square. This 
was due to the competitjon of Brooklyn Rapid 
Transit’s Fourth Avenue line, running up 
Broadway (Manhattan) to 42d Street, which 
showed a gain of 530,014 passengers in Jan- 
uary, making a total of 2,649,968 carried on 
this route. 


NEW YORK CONSOLIDATED RR.— 
Earnings—The total gross revenues of the 
company (Brooklyn Rapid Transit Co.’s rapid 
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transit lines) in January were $1,007,072, com- 
pared with $929,757 in the same month of 1917, 
$781,722 in 1916, $622,768 in 1915 and $673,492 
in 1914. There was an operating deficit this 
year of $255,999, compared with $168,260 in 
1917, $85,611 in 1916, $106,826 in 1915 and 
$102,923 i in 1914. 


PITTSBURG RY.—Receiver Asked— 
Officials of the company appeared in the 
United States District Court and asked that a 
receiver be appointed to take over affairs of 
the company. The petition was filed by coun- 
sel for the American Brake Shoe & Foundry 
Co., of Wilmington, Del., and the St. Louis 
Car Co. The complainants alleged that the 
company could not meet its obligations. At- 
torneys representing the company assented to 
the proceeding and admitted the allegations 
contained in the application. The company 
operates 603.89 miles of track in Pittsburgh 
and outlying boroughs. It has $2,500,000 com- 
mon stock and $2,500,000 5% cumulative pre- 
ferred stock, all outstanding. It has $20,000,- 
000 5% general mortgage bonds, of which 
$2,500,000 is outstanding and $10,000,000 in- 
come debentures. 


UNITED GAS IMP. CO.—Net Earnings 
in 1917 $5,915,505—The net earnings in 1917 
amounted to $5,915, 505, against $7,269,331 in 
1916 and bed, in 1915. The company has 
abandoned solicitation of new business, so as 
to avoid expenditures for enlargements. It has 
been arranged to treat storeroom stocks of all 
subsidiary companies as one eliminating carry- 
ing of large duplicate stocks. The Phila. Gas 
Works, a subsidiary, will be provided with 
$2,400 000 for improvements, while subsidiaries 
outside of Pennsylvania will obtain $7,500,000 
secured through the sale of one-year 6% notes. 
The cost of this new capital will be a charge 
against all companies who will benefit from 
the borrowed money and will directly affect 
U. G. I. earnings. Sixty per cent. of the 
proceeds of the notes will be issued for the 
development of the Connecticut Light & 
Power Co. plants. 


UNITED RYS. OF ST. LOUIS—Read- 
justment of Issues—The protective commit- 
tee for the 5% mortgage bonds of the St 
Louis Transit Co., a subsidiary of the United 
Railways has issued a letter to holders of 
these bonds stating that the Municipal Assem- 
bly of St. Louis has passed an ordinance set- 
tling the dispute between the city and the 
United Railways. The ordinance now awaits 
the signature of the mayor to be effective 
The ordinance allows a capital valuation of 
$60,000,000 for the United Railways and pro- 
vides for the payment of the balance due under 
the so-called “mill-tax” law. A period of 
ten years is allowed for the payment of this 
balance. 
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Nevada Consolidated—a Mining Phoenix 


A “Dying Mine” That Refuses to Expire—Its Changing 
Balance Sheet—Investment Worth of Nevada’s Stock 





By BENJAMIN GRAHAM 





Q IN December, 1912, the Nevada 
bi directors declared an extra divi- 
dend of 50 cents per share, 
which they were careful to point 
out was not a payment from earnings but 
a return of capital made out of the re- 
serve for ore extinguishment. It chanced 
that in the annual report published shortly 
afterwards the tonnage of recoverable ore 
showed a decrease for the first time since 
operations commenced. From these two 
events originated the famous theory of the 
exhaustion of Nevada, which completely 
dominated its market action for many 
years, and even now persists in the minds 
of many an investor. 

The sad story of the gradual extinction 
of Nevada is shown in Table I. 
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TABLE I—RECOVERABLE ORE 
Sept. 30, 1907. ....cccccccccece - 14,433,000 tons 
1908 = 


Total. tonnage mined to date. 25,841,000 








After having mined nearly twice as much 
ore as it started with in 1907, Nevada still 
has left about five times the original ton- 
nage. The map shows that large portions 
of the company’s property are as yet un- 
prospected, and the management is now 
very optimistic as to the possibilities of 
future additions to the ore reserves. On 
the basis of last year’s record tonnage re- 
moved, the minimum life of the mine is 
now 17%4 years against 15 years for In- 
spiration. For a liquidating proposition, 
Nevada seems to possess extraordinary 
vitality. 

Although last year established a record 
for tonnage mined, the production of re- 
fined copper suffered a substantial decline 


from 90,735,000 lbs. to 82,040,000 Ibs. 
This was due chiefiy to a reduction in the 
grade of ore mined in the open pit from 
1.53 per cent to 1.28 per cent. In addition 
the percentage of copper recovered showed 
a slight shrinkage, so that the extraction 
per ton fell from 24.12 Ibs. to 21.81 Ibs. 
per ton. 

Judged from the assay of remaining ore 
reserves, the decline in the grade of ore 
mined should prove a temporary factor. 
The open pit ore averages 1.415 per cent 
copper. and the richer material in the Ruth 
underground working brings the grade of 
the total up to 1.58 per cent. The falling 
off in recoveries is explained by the 
crowded conditions at the mill due to the 
treatment of foreign ore from Consoli- 
dated Coppermines. Steps have already 
been taken to meet this difficulty, with the 
result that the extraction in the fourth 
quarter reached 73.94- per cent, which is 
better than the average for 1916. 

Table II gives the latest income account 
of the company. Of the net profit $8,297,- 
946, or $4.15 per share, was paid in divi- 
dends and $528,706 was charged off for 
plant alterations, leaving a final addition 
to surplus of $661,082, or 33c. per 
share. To this sum must be added an item 
of $108,434 representing the earnings of 
the subsidiary Nevada Northern RR., in 
excess of dividends paid to the parent com- 
pany. 

In the statement, the company’s fig- 
ures have been corrected to include an 
additional $165,800 for taxes, to bring the 
allowance made during the year up to the 
final estimate. On the other hand the 
management explains that the price actu- 
ally received for copper was over 2c. 
more than the stated average of 23.75c., 
because the unsold copper (in accordance 
with previous custom) has been inventoried 
at 13%c. The writer has calculated that 
there were 14,000,000 Ibs. of finished cop- 
per at hand at the end of the year, which 
must already have been sold at 23c.—an 
advance of 10c. over the carrying price. 
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On the basis of the selling value of thepresent charges for depreciation, etc., are 


copper produced, the year’s earnings were 
therefore about 70c. per share more per 
share than reported—in all, about $5.50 
per share. 

It will be observed that the net operating 
costs before: taxes and depreciation aver- 
aged 9.96c. per pound against 7.62c. the 
previous year—the difference of 2.34c. rep- 
resenting the increase in mining expense 
due to war causes other than taxes. Taxes 
increased from .51c. to 1.09c. per pound, 
bringing the total advance in costs up to 
3.43c. per pound. In the operating ex- 
pense of both years has been included a 
charge of 30c. per ton of ore mined—about 
1¥%4c. per pound—for the amortization of 
prepaid development expense. The latter 
item represents chiefly the cost of removing 


continued without change. Following is a 
chronology of future events in the life of 
Nevada, as they would appear on the 
books. 

1. By 1925 the mill and smelter will 
have disappeared from the balance sheet 
through depreciation charges which have 
already reduced their book value by 47 per 
cent. Needless to say these plants (which 
are well maintained) will be far from a 
heap of ruins in eight years, and although 
theoretically extinct, will probably be op- 
erating at full blast. 

2. By 1927 the stripping of the present 
ore reserves in the open pit will be com- 
pleted and the prepaid expense item in the 
balance sheet will begin to contract rapidly, 
through the 30c. per ton operating charge. 








TABLE IIT—INCOME ACCOUNT FOR 1917 


Sales of Copper 

Operating Expenses (excluding taxes and depre- 
ciation) 

Re WRN Sa vis mewcdeninccasccceses 


Net Operating cost 
Taxes 
Depreciation and Depletion 


Total Cost 


Net Profit 
Profit Per 


$8,165,764 


Per Pound 
$19,484,271 23.75¢ 
12.50¢ 


$10,254,466 
2.54c 


2,088,702 


9.96c 
1.09¢c 


896,458 
1.1l4c 


934,517 


12.19¢ 
11.56¢ 


9,996,739 


$9,488,532 


Share, $4.75 








the capping, or layer of waste material, 
which covers the commercial ore in the 
open pit. The expenditure for this pur- 
pose each year is carried to a deferred 
asset account, which at the same time is 
being extinguished by the 30c. charge for 
each ton mined. 

A careful analysis of the Nevada’s 
charge for depreciation, ore extinguish- 
ment, and amortization of stripping ex- 
pense brings out some very striking facts 
as to the ultimate financial condition of 
the company—and incidentally sheds 
much light upon the much discussed capi- 
tal distributions referred to in the opening 
paragraph. 

Let us assume for the sake of simplicity 
that no new ore is discovered, that last 
year’s rate of production is maintained 
and that therefore the mine is exhausted 
in the middle of 1935. Also that the 


(It is impossible to make a similar fore- 
cast for the Ruth mine, but this is of minor 
importance. ) 

3. By 1928 the entire cost of the ore in 
the ground will have been extinguished 
and although the mine will then have re- 
maining over twice as much ore as at first 
reported, this property will be given no 
value in the balance sheet. 

4. By 1931 the cost of stripping the 
pit ore will have been completely amor- 
tized by operating charges. This means 
that in the last three years of production 
there will be no stripping expense to charge 
off,—an item which now represents 1c. 
per pound of the cost of production. 

But as these assets gradually fade from 
the balance sheet, what will take their 
place? The answer is cash,—unless (1) 
new properties are purchased, or (2) the 
surplus is reduced by dividends in excess 
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of profits. If we suppose that neither 
course is followed, but that Nevada pays 
out all it earns from now on, keeping the 
surplus at the 1917 figure, Table III 
shows the present tendency of Nevada’s 
balance sheet carried forward into the 
future. Like most predictions, this is 
at best approximate—especially in the 
treatment of the prepaid expense. 

Table III demonstrates that the pur- 
chaser of Nevada at $20 per share need 
not worry particularly about the exhaustion 
of the mine in 1935. Three years before 


that time the company will have converted 
all its assets into liquid form, ready either 


expect, the value of the stock will increase. 

Nevada differs from the other porphy- 
ries in that its stockholders do not have to 
establish a sinking fund out of dividends 
for the return of their capital. The com- 
pany is doing that for the investor—and 
at a more rapid rate than is necessary. In 
this connection, the meaning of the capital 
distributions should now be clearer. They 
do not represent the directors’ belief that 
the exhaustion of the mine is imminent, but 
merely a division of part of the cash with 
which—through depreciation charges—the 
fixed assets have been gradually replaced 
in the balance sheet. Unless more of such 








TABLE III—BOOK VALUE OF NEVADA’S ASSETS PER SHARE 


Mine 

Mill and Samer 

Prepaid Expe 

Net Eee . hao (Includes Investments).. 


1913 1917 1925 (est.) 1928 (est.) 1931 (est.) 


$1.63 $.43 
2.62 eve 
2.72 


2.72 $2.12 
11.98 


13.01 $15.13 





Total Book Value Per Share 


8.16 
$15.13 $15.13 $15.13 = $15.13 








for distribution or for the purchase of new 
properties. 

Regarded from another standpoint, on 
23%4c. copper Nevada can maintain its 
former charges for depreciation, etc., pay 
dividends of $4.50 per share and still keep 
its $20,000,000 surplus intact. On 14%c. 
copper, assuming 1915 costs, it can earn 
$2.50 per share after all charges. The 
stockholder could therefore collect divi- 
dends of between $2.50 and $4.50 for thir- 
teen years, and at the end of that period 
still have an equity in net current assets 
of $15 per share, together with three years 
more of production at the present rate,— 
but eliminating the stripping charge of 
1%c. per pound from operating costs. If 
additional ore is developed, as the officials 


distributions are made, Nevada will soon 
be converted from a mine into a bank. 

Marketwise, Nevada has never been 
much in the limelight. In the past, when 
it wasn’t condemned as a “liquidating 
proposition” it was disdained as a minority 
issue. Time brings its revenges. Utah 
Copper, which controls Nevada, is now in 
its turn controlled by Kennecott, and the 
Nevada stockholder has welcomed his 
patronizing big brother into the ranks of 
the minority. 

Some day the public will realize that a 
low cost, brilliantly managed copper mine 
like Nevada,—rich in cash and free from 
debt—is fully as safe an investment as 
many a railroad or industrial bond, and a 
great deal more profitable. 








MILLIONAIRE CHAUFFEURS 


Near Charlotte, N. C. 


is one of Uncle Sam’s great training 


ounds and a colonel at the 


camp has been in the habit of getting his checks cashed at one of the big banks there, always 


riding over in his car. 
the officer and the cashier: 


Which on his last visit resulted in the following conversation between 


Cashier: “Colonel, why don’t you open an account with us? We certainly would appre- 


ciate your business.” 


“Why, my account would be of no use to you, I regret to say. But if you can 


land that chauffeur of mine it will be worth while. I am poor. 
Chronicle. 


Financial and Investment 


He is worth two ion!”— 

















Magma Copper in 1917 


Why the Experts Expect a 


“Strike” at a Lower Level— 


Increase in Costs—Progress of No. 3 Shaft 





By H. A. BOYLAN 





HE old-time romance of mining, 
T which the development of the por- 
phyries has done so much to dis- 
pel, is still kept alive by such 
properties as Kennecott and Magma. Here 
the valles depend not on mathematics but 
on Fate. In order to understand the essen- 
tial character of a proposition like Magma, 
it is so necessary to grasp this distinction, 
that the writer may be pardoned a few 
words on a much explained subject, by way 
of preliminary to a consideration of the 
1917 report. 

In the porphyries copper mining has 
been transformed from a speculation to an 
investment. Commonly the ore in these 
properties is of relatively low grade— 
Chino for example averages less than 1.65% 
copper, but the metal is disseminated in 
constant quantities over a wide area, and 
thus permits not only of economical ex- 
traction but also (what is equally impor- 
tant) of éasy measurement. Since the ore 
is usually distributed over a broad shallow 
bed, it is a comparatively simple matter by 
drilling to determine its area, its depth and 
its grade. In this manner were blocked out 
the great bodies of Chile Copper, contain- 
ing over 400,000,000 tons of ore. 

A vein mine, such as Magma Copper, is 
an entirely different enterprise. Those of 
our readers who studied the instructive 
diagram of the Magma vein in THE Maca- 
ZINE OF WALL Street of last October 13, 
will recall that here the ore body is not 
broad and shallow, but narrow, deep, and 
irregular. A mineralized strip of this kind 
cannot be developed by diamond-drilling 
alone; it is necessary to sink shafts, to drift 
horizontally from the shafts to the vein, 
and finally to examine the vein closely by 
cross-cutting at regular intervals. Explo- 
ration work of this kind is extremely ex- 
pensive, because here developing the ore is 
almost equivalent to mining tt. It is there- 
fore financially impossible to block out re- 
serves for years in advance, and for this 
reason a vein mine will always be more 


speculative than a porphyry. 


Yet there are geological features in some 
vein mines which are almost as informing 
as a chart of ore reserves. Anaconda, for 
example, like Magma, is unable to block 
out a large tonnage of ore, but no one wor- 
ries much about the exhaustion of the Butte 
mines, because their copper deposits have 
been shown to be of primary character—a 
type of vein which has been mined in Wales 
for the last two thousand years. The tech- 
nical men who have examined the upper 
workings of Magma are inclined to be- 
lieve that further down a similar body of 
primary ore will be uncovered, and it is 
largely upon this future development that 
the ultimate value of Magma must depend. 


Development to Date 


The results of the development work ac- 
complished in the mine to date are strictly 
in accord with this theory. Between 1910 
and 1915 active exploration demonstrated 
the persistence of a*rich vein of copper, 
silver and gold ore as far down as the 
1,000 foot level. During 1915 the shaft 
was sunk to the 1,200 foot level, where 
commercial copper ore was still observed 
and in addition separate shoots of silver, 
lead and zinc ore were exposed. The next 
year development work was pushed still 
deeper to below the 1,500 foot level, and 
the main copper shoot—opened up at 100 
foot intervals—still maintained its width 
and richness. 

This brings the history of Magma into 
1917, the events of which are covered by 
the recently published report. The total 
development work accomplished in this pe- 
riod was greater than that for any previous 
year. The shaft was sunken another 300 
feet to a total depth of over 1,800 feet, but 
attention was mainly concentrated on the 
1,600 foot level where the vein was par- 
tially developed by four cross-cuts. At 
this point the ore shoot was shown to aver- 
age 14.7 feet in width and assayed 9.36% 
copper, 3.82 oz. silver and 0.3 0. of gold. 
The general manager remarks that while 
the width of the vein at this depth is less 
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than at some levels above, the ore is of bet- 
ter grade, “and the results in general com- 
pare very favorably with any level devel- 
oped to date in the mine.” 

The significance of this discovery lies not 
so ffiuch in the value of the ore actually 
blocked out as in the indication it gives of 
the persistence of the rich vein at great 
depth. The company made two efforts dur- 
ing the year to investigate the character of 
the ore at lower levels; in one case sinking 
a vertical drill hole as far down as 2,250 
feet. The vein was successfully reached at 
this level, but caving troubles due to the 
depth of the hole compelled the abandon- 
ment of the drilling before complete infor- 
mation was secured. Another drill hole, 
put down at an angle of 60° from the 1,500 
foot level, passed through the vein between 
1,700 and 1,750 feet below the surface, 


over the year before, but these advantages 
were entirely offset by a sharp advance in 
operating costs, so that the net income for 
the period was slightly below the previous 
figure. The 1917 profits equal $4.45 per 
share against $4.57 in 1916. The writer 
is informed that war taxes have been de- 
ducted in computing net earnings. Four 
regular dividends of 50c. each per share 
and an extra Red Cross dividend of 10c. 
were paid, leaving a net addition to sur- 
plus of $2.35 per share, or $564,000. 
Rising Costs 
The increase in the cost of production is 


of course common to all copper mines—to 
all industries, in fact. While war condi- 


tions are chiefly to blame, the mining of 
ore of lower grade contributed in some de- 
gree to the adverse results. The rapid ad- 








MAGMA’S COSTS AND PRODUCTION 


Gross cost of copper per pound 
Less value of other metals 





Net cost of copper per p 
Average selling price 
Production 


1915 


10.27c. 
3.45c. 
6.82¢. 
17.9le. 
6,047,000 Ibs. 


1916 


16.49c. 
4.72¢. 
11.77e. 
25.43c. 
8,473,000 Ibs. 


1917 


21.62c. 
5.6le. 
16.01e. 
26.42¢. 
10,149,000 Ibs. 








where the ore samples proved the presence 
of commercial ore. 
Importance of New Shaft 

During the year the sinking of the new 
No. 3 shaft was commenced and 30% com- 
pleted. As explained in the article above 
referred to, this shaft is expected to strike 
the bend of the ore body at about 3,600 
feet down. It will be of great importance 
in increasing hoisting facilities, upon which 
the productive capacity of the mine is fun- 
damentally dependent. 

In this report the reserves of reasonably 
assured copper ore are estimated at 130,000 
tons, against 125,000 tons the previous 
year, and 90,000 tons at the end of 1915. 
As in the case of Butte & Superior the ore 
blocked out is kept equal to about a year 
and a half’s production. 

While the development work during 1917 
was distinctly favorable in result and holds 
forth excellent prospects for the future, the 
mining operations were not as profitable as 
might have been expected. Both the out- 
put and the selling price showed increases 


vance in mining expense is apparent from 
the table herewith. 

If it had not been for the high price of 
silver, of which about 540,000 oz. were 
sold, the 1917 costs would have been even 
higher. 

Although this expansion in costs is larger 
than that reported by most of the important 
companies, it is encouraging to note that 
the efficiency of the mill has actually been 
increased during the period. The mill re- 
covery averaged 90.51% of the total cop- 
per in the heads, against 83.13% the year 
before. 

This advance is really noteworthy and 
is made more remarkable by the fact that 
the mill has been operating all year at 
above its rated capacity. The original esti- 
mate of earnings was made upon the basis 
of 50,000 tons annual output. For this 
purpose a mill of 200 tons daily capacity 
was constructed which in 1915 handled 
55,463 tons. The next year a 50 ton sec- 
tion was added for the purpose of treating 
the lead and zinc ores but in November, 
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1916, it was decided to devote the entire 
capacity to the concentration of the copper 
ores. 

As a result the mill was able to treat 
97,000 tons in 1917—an average of 270 
tons per day,—against 75,000 tons in 1916. 
Evidently Magma was entirely immune 
from the labor difficulties which wrought 
such havoc with other Arizona producers— 
notably Miami and Inspiration. 

In the balance sheet attention is at- 
tracted chiefly to the company’s strong 
working capital position. Current assets 
aggregate $1,452,000, and include $304,- 
000 cash and $90,000 in Liberty bonds. 
Current liabilities, including accrued 
taxes, are less than $125,000. During the 
year the surplus increased from $1,023,000 
to $1,587,000. The capitalization remains 
at 240,000 shares, par $5.00. 

Such in detail are the main features of 


the 1917 report. On the vital question of 
Magma’s ultimate value, its information is 
necessarily inconclusive. The officials 
adopt a carefully guarded tone in speaking 
of the year’s developments, but these are in 
general termed extremely promising. 

In the last analysis the Magma stock- 
holders must pin their faith upon the opin- 
ion of experts to the effect that natural 
signs point to the persistence of rich values 
over a wide area at depth. Should this 
forecast be verified, the situation will im- 
mediately call for the enlargement of the 
mining and milling capacity. 

The first step in this direction has al- 
ready been taken in sinking the new hoist- 
ing shaft. Meanwhile the developments on 
the 1,700 foot and 1,800 foot levels will be 
watched with great interest, as throwing 
further light upon the ultimate character 
of the Magma vein. 








Tonopah Belmont 


Discussion of the Tonopah Leaders—Mines That Die—Will 
Belmont Come Back? 





By VICTOR DE VILLIERS 





OMING to third and last of the 
trio of mines that have made 
Tonopah famous as a producer of 
the white metal—the two others 

being Tonopah Mining and Tonopah Ex- 
tension discussed, in our two previous 1s- 
sues— Tonopah Belmont, commonly re- 
garded as the real leader of the group, 
presents the same general features, histor- 
ical, geological and financial as Tonopah 
Mining. Consciously or unconsciously it 
has followed the same broad lines of 
growth, development, dividend and explora- 
tion policy, as well as decadence minewise. 

Although incorporated about eighteen 
months later than Tonopah Mining, the 
three leading companies got the simulta- 
neous footing in the camp in the summer 
of 1901 destined to be the preliminary step 
to sixteen years of activity, in which they 
were to produce around $70,000,000 worth 
of silver, and contribute 10 per cent of the 
total output of the United States for many 


years.” In this period dividend payments 
totalled about $16,000,000 for Tonopah 
Extension, $15,000,000 for Tonopah Min- 
ing and $9,000,000 for Tonopah Belmont, 
or $40,000,000 in all. The two latter are 
still disbursing reduced amounts and it 
must be conceded that if this record does 
not begin to compare with Anaconda or 
Smelters for example, we are dealing with 
“penny mining stocks” and not the princely 
leaders of the industry. Admittedly penny 
stocks have always been, and always will 
be, speculations of the ultra hazardous 
kind, but with the wide general interest 
which this class of stocks enjoy, and the 
fact that the devil is commonly supposed to 
have his due, the Tonopah leaders have 
earned the laurel crown in their class. 


Evolution by Revolution 
Like its colleagues, Tonopah Belmont 
was originally a penny promotion enter- 
prise, and got itself into the vortex of the 
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feverish days of crazy speculation of the 
Tonopahs in the early ’90s, which carried 
prices of each and every wildcat from a 
few pennies to many dollars a share, and in 
their flight left not a few perched high and 
dry on the elevated atmosphere of mis- 
guided hopes, to descend later from dream- 
land to the reality that a mining stock is 
an uncertain avenue to sudden wealth. 

But the truth is that Tonopah Belmont 
was drawn into the pastime of blowing the 
bubble by the will of the people, rather 
than through its own volition. It took sev- 
eral years to overcome the handicap of early 
popularity, to shake off its undesirable 
friends in the market, and become a semi- 
investment mining company. The subse- 
quent price of the shares in 1909, fifty 
cents, was the corresponding deflation, the 
revolution, out of which the pros- 
perous mining company was gradually 
evolved. A price of eleven dollars a share 
three, years later, with stable dollar quo- 
tations maintained in the years following is 
the proof that Belmont’s evolution was 
based upon more than mere chance. Tono- 
pah Belmont has followed the rise and de- 
cline in the fortunes of the other Tonopahs 
with close fidelity, and it will be of deep 
interest to their thousands of stockholders 
to see which of the group “comes back” 
first. The writer believes that friendly 
rivalry of the three dominant companies of 
the Tonopah silver district is directed 
toward a demonstration that a good record 
can be maintained regardless of temporary 
set backs, and that constructive mining pays 
best in the long run. 


History and Properties 


Tonopah Belmont Development Com- 
pany, incorporated under New Jersey laws 
in December, 1901, with an authorized and 
outstanding capitalization of $1,500,000, 
divided into 1,500,000 shares of $1 each, 
started by taking over the Belmont Mining 
Co. and Acenith Mining Co., and proceeded 
to operate eleven claims covering 161.5 
acres in the mineralized area of Tonopah 
adjoining Tonopah Mining, Jim Butler 
Tonopah, and Montana Tonopah compa- 
nies. All other operations of the com- 
pany, including its exploration activities, 
became secondary to the mining operations 
on this territory for many years. 

From this comparatively small acreage, 


which is the same size as that owned by 
Tonopah Mining, and about a quarter of 
the extent of Tonopah Extension’s prop- 
erty, came the relatively large production 
and dividends referred to. 

For thirteen years the entire time, atten- 
tion and resources of the company were di- 
rected into operating the two substantial 
mines on this property known as the “Bel- 
mont” and “Desert Queen.” The extent of 
development may be judged from the fact 
that each mine is worked through a three- 
compartment shaft, sunk to depths of 
1,718 feet and 1,127 feet respectively, with 
workings totalling 140,000 feet, which are 
still being added to at the rate of about 
20,000 feet a year. Supplementing about 
twenty miles of workings, is an up-to-date 
equipment which includes a sixty-stamp 
mill, and cyanide plant of 300-tons 
daily capacity, and the usual accessories in 
the way of machinery, power plant and 
buildings necessary to modern mining. 

For the purpose of counteracting the 
shrinking earnings and possible near ex- 
haustion of ore, the company branched out 
into the exploration field in 1914, with the 
object of acquiring new properties, to make 
the parent company a permanent organiza- 
tion whose life would not be limited to the 
productive capability of its Tonopah hold- 
ings. 

Between 1914 and 1917 about two hun- 
dred properties were investigated, fifty were 
closely examined, and after final elimina- 
tion less than ten new holdings consisting 
of partially developed and prospective min- 
ing properties were permanently added to 
the original Tonopah holdings. 

The Surf Inlet Gold Mines on Princess 
Royal Island, B. C., were taken over in 
1915, and thoroughly equipped and devel- 
oped during the last two years with a hy- 
dro-electric power plant and a 300-ton 
mill 


Its Tonopah holdings were added to by 
acquisition of several claims adjoining the 
old Belmont and Desert Queen properties, 
sidelining these for a length of nearly two 
miles. As the geology of this ground is 
similar to the old area, it is expected that 
eastern extensions of the rich Belmont veins 
may be found at depth. 

The Emma Mine at Dunton, Dolores 
County, Colorado, was secured in 1917, 
and development work is being prosecuted. 
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This is an old gold mine which “petered 
out” at comparatively shallow depth, and it 
is believed that extensive deep working will 
result profitably. The Belmont n.anage- 
ment has never wasted time or money in an 
unprofitable enterprise, and it must have 
good engineering reasons for going on with 
this work. 

The Eagle Shawmut Mine at Shawmut, 
Tuolumne County, acquired in 1917, is on 
the famous “Mother Lode” of California. 
This also is an old producer which has al- 
ready given up $4,500,000 in gold, and 
although the Belmont engineers have only 
“proved up” about 160,000 tons of ore to 
date, they are sanguine about the results to 
be expected at depth. This property will 
be equipped with a mill as soon as a suf- 
ficient tonnage of ore is developed to justify 
the expense. 

The company has other small hold- 
ings near Telluride, Colorado, claims on 
Princess Royal Island adjoining its Surf 
Inlet Mine, and will probably take up other 
properties as favorable opportunities arise, 
and finances permit. 

Its chain of new mines and prospective 
lands are still in the early stages of new 
development, by more modern methods 
than those formerly employed. Three have 
demonstrated possibilities of no mean 
order, but it will probably take several 
years before they can be regarded as pos- 
sessing attractive earning possibilities. The 
foundation is being laid in a solid manner, 
judging by the initial preparations in the 
way of equipment and development of a 
permanent character, and past perform- 
ances of the management justify the belief 
that shareholders in the parent company 
will derive the benefit slowly, but ulti- 
mately. 


The Tonopah Property 


The original property, around which 
principal interest still centers, produced 
2,629,466 ounces of silver and 27,831 
ounces of gold last year, compared with an 
average during 1912 and 1913 of 4,300,000 
ounces of silver and 43,000 ounces of gold. 
This serious decline has taken place in 
spite of a very much larger tonnage of ore 
milled. The tonnage milled between 1915 
and 1917 averaged 170,000 tons annually, 
of a value of approximately $17 a ton, 
compared with a 1912 to 1914 average of 


about 100,000 tons annually, averaging 
nearly $22 a ton. While operating costs 
have actually declined substantially in re- 
cent years, the reduction in grade has offset 
the advantage of improved methods in min- 
ing, sufficient to reduce profits from around 
$13 a ton to $7 a ton. 

The foregoing figures have been crystal- 
lized and clarified from a mass of technical 
detail, to account for the decadence of this 
wonderful property from its former suprem- 
acy in the low-priced mining division. To 
this must be added the factor of unfavor- 
able market conditions, as well as thé rec- 
ognition that a mine must die, sooner or 
later. Not even the advantage of a rise in 
silver from around 60 cents to $1 has been 
sufficient to counteract the disturbing fea- 
tures of Tonopah Belmont’s situation. Its 
exploration policy has not been too well 
received in investment circles, as the public 
has not benefited by such policies in the 
case of the majority of the smaller mining 
companies, especially some of the Goldfield, 
Nevada, producers. The average investor 
is somewhat cynical on the wisdom of 
jumping “from the frying pan into the fire” 
when funds are commencing to approach 
the vanishing point. He believes that a 
company is better advised sometimes to face 
the inevitable,.and make a capital distribu- 
tion. 


Past Performances and Prospects 


The redeeming feature of the whole situ- 
ation is the conservative policy which the 
company has pursued in continuously 
“writing down” its investments, and main- 
taining its assets in a highly liquid condi- 
tion. We find on reference to the last bal- 
ance sheet that “property $1,360,717” rep- 
resents a cut of $200,000 from the 1916 
valuation, after allowing for ore exhaustion 
and ordinary depreciation. A comparison 
with the 1915 figures shows that over 
$800,000 has been written off plant and 
mill valuations until, to use the president’s 
words, “scrap valuations have been 
reached.” 

It may be assumed, therefore, that the 
figure $4,016,369, representing total assets 
contains little or no “water.” It includes 
such highly liquid items as “cash $531,- 
777” and “silver in storage $178,314” be- 
sides “collateral loans $250,000” which 
represents money invested and realizable at 
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par, on short notice. The company has 
seldom had less than $500,000 in cash and 
about the same amount in bullion in its 
treasury, and its liabilities have never been 
heavy. It has never had a funded debt, 
while at the present time its current lia- 
bilities are about $130,000. 

Working capital and cash are very large 
for a company capitalized at only $1,500,- 
000. Its surplus of undivided profits 
amounting to $2,379,550 is equivalent to 
nearly $1.60 a share, while the shares pos- 
sess a liquid value of about $1.40 a share 
exclu$ive of its mining properties, and a 
“book value” of $2.60 a share after making 
every allowance for depreciation and ore 
exhaustion. 

The above figures are conservative, in 
view of the large amounts earned during the 
earlier years of prosperity, and the liberal 
amounts turned back into the various prop- 
erties under development. The property 


item now valued at $1,360,717 represents 
well over $1,500,000 in cash invested dur- 
ing the last few years, and it is safe to 
assume that it will prove to have a higher 


value to shareholders as time goes on, as 
the money was carefully expended under 
capable administration. 

The old Tonopah property has about 
100,000 tons of ore in sight, according to 
the last report, which compares with 142,- 
164 tons during the previous year. The 
company has not blocked out large ore re- 
serves in advance in the past, but it always 
endeavors to have a supply “in sight” to 
insure profitable operations for a year 
ahead. ‘It is not possible to estimate the 
“life” of the property with any degree of 
accuracy owing to the peculiar geology of 
the district, and the surprises both pleasant 
and unpleasant, which any estimate would 
have to anticipate. This feature of the 
situation is entirely speculative. 


The net income available for dividends 
for the last fiscal year was $1,245,100 
equivalent to 83 cents a share, compared 
with $1,001,028 or 66 cents a share in 
1916, and $1,456,699 or 97 cents a share in 
1915. If these earnings can be maintained, 
the current dividend of 50 cents a share an- 
nually would not be in danger. But it must 
be admitted that earnings are largely de- 
pendent for the time being on the profitable 
operation of the Tonopah property, which 
cannot be depended upon to yield an in- 
definite income. Current earnings and 
dividends are, under the circumstances, not 
a dependable feature of the investment 
qualities of Tonopah Belmont. 


Conclusion 


As the dividends of Tonopah Belmont 
are dependent on the operations of mines 
which have apparently reached the stage of 
near-exhaustion or considerably lower grade, 
it is reasonable not to rely upon them. A 
reduction or suspension of dividends would 
not help the shares marketwise, especially 
at present. Higher silver prices, together 
with aggressive exploration of new proper- 
ties are factors which will exercise an im- 
portant influence on the future of the com- 
pany. : 

At around 3, the shares have largely ad- 
justed themselves to the uncertainties of 
the Tonopah situation and the market as 
a whole. Their intrinsic value is high, and 
the management very capable. It publishes 
every detail appertaining to the company 
without reserve, and an investment in 
Tonopah Belmont is to a great exterit a 
vote of confidence in the ability and hon- 
esty of those behind it. 

The shares will bear watching, to pur- 
chase for speculation on a substantial de- 
cline on unfavorable dividend news, or 
during a period of market depression. 








There is a great body of wage earners and salaried people who frequently have no bank 


account and spend about all they earn. There are many millions of such in this country 


whose material welfare will be improved and whose attitude toward their Government will 


be benefited if they can be induced to buy Government bonds. 
Only by showing them how to cultivate the habit of saving——BENJAMIN STRONG, 
Governor Federal Reserve Bank of New York. 
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How can this be brought 

















Mining Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





ALASKA GOLD MINES CO.—1917 Net 
Income $42.274 As Against $112,833 in Pre- 
vious Year—Annual report for year ended 
Dec. 31 shows profits of $42,274 after interest 
but before depreciation. The balance sheet of 
Alaska Gastineau, the operating company, 
shows a deficit of $792,789 against deficit of 
$105,740 in 1916 and a surplus of $80,886 on 
Dec. 31, 1915. Pres. Hayden says in part: 
After including the general expenses of the 
company the costs per ton ‘amounted to 
$0.77613, leaving a total operating profit before 
interest and depreciation of $0.1 per ton, 
which applied to the tonnage milled, amounted 
to $270,826. During the year notes payable 
were reduced from $650,000 to $500,000. The 
largest tonnage in the history of your company, 
amounting to 2,240,346 tons, was milled in 
1917, compared with 1,892,788 tons in 1916, 
whereas only 1,092,534 tons of ore were broken 
in the stopes in 1917, as compared with 2,634,- 
912 in 1916. The net results have shown no 
new ore bodies; there are nine million tons of 
ore available for milling that will average 
about $1.06 per ton, on the basis of results 
obtained from past operations. 


ANACONDA—Deny Inspiration Copper 


Consolidation—High officials of both com- 
panies emphatically deny reports that a con- 
solidation of the two properties is being 
contemplated, and that the merger will be 
arranged on a basis of one share of Ana- 
conda for one share of Inspiration. They 
state that nothing in this line has even been 
considered or is likely to be at this time. 


BUTTE & SUPERIOR—Revenues—The 
net revenue for 1917 was $2,347,496, a decrease 
of $6,444,635 under 1916. The dep. and depl. 
was $1,941,129. After dividend requirements 
there was a deficit of $1,294,146 for the 
year, The total ore milled for 1917 was 461,- 
953 tons, being a little less than 75% 
of the previous year. The average content of 
the ore was 15.47% zinc and 5.80 ozs. of silver. 
The mill recoveries for the year averaged 
91.13% of the zinc contents. The direct cost 
of milling was $2.52 per ton of ore an increase, 
due to high labor .and supply costs, of 36% as 
compared to the previgus year. 


CERRO DE PASCO—Earned $6.28 a 
Share in 1917—Sales were $24,974,083; divi- 
dends received, $1,091,764; miscellaneous re- 
ceipts, $188,715; inventory Dec. 31, 1917, $3,927,- 
955; total, $30,182,515. The total deductions 
were $24,568,917; balance, $5,613,598; interest 
on bonds, $534,730; balance, $5,078,868; divi- 
dends, $4,009,471; surplus, $1,069,397; previous 
surplus, $13,378,519; total surplus, $14,447,916; 
sinking fund for redemption of bonds, $3,- 
000,000; final surplus, $11,447,916. 

HINO—Earnings—The net profit for 


Cc 
1917 was $9,512,854 compared with $12,527,948 
in 1916 and were equal to $10.93 a share as 


against $14.40 a share earned in the preceding 
year. Production of copper contained in con- 
centrates and other shipping products for the 
year was 83,339,782 pounds. The net cost of 
producing copper for the year was 11.39 cents 
per pound as compared with 87 cents for 
1916. This was after deducting precious metal 
values and miscellaneous earnings for the 
year, which amounted to 46 cents per pound, 
from the cost of producing copper. Higher 
prices for labor and supplies and increases in 
taxes in 1917 are responsible for this con- 
siderable advance in cost of production. 


COPPER RANGE—Earned $12.60 a 
Share in 1917—The company for year ended 
Dec. 31, 1917, earned $4,966,824, as compared 
with $6,078,189 in 1916, and $3,564,762 in 1915. 
The 1917 net earnings were equal to $12.60 a 
share, against $15.40 in 1916 and $9.27 in 1915. 
Dividends paid last year amounted to $3,943,- 
912, as compared with $3,941,648 and $1,182,003 
paid in 1916 and 1915, respectively. 


DAVIS-DALY—Operations—The com- 
pany is in a very high body of copper ore on 
the 2,400 and 2,500-foot levels. It has been 
mining at points nearly the same on both 
levels during the past week. At the Colorado 
mine, it is intimated, the showing has in- 
creased 50% in the past two weeks. Davis- 
Daly is suffering from a shortage of labor as 
are greater number of mines in Butte, par- 
ticularly hot ones, miners leaving these prop- 
erties for cooler mines when opportunity 
offers. 


FEDERAL MINING & SMELTING— 
—March Report Shows Gains—Operations 
in March resulted in net earnings of $64,841. 
This compares with losses of $33,293 in Feb- 
ruary and $59,035 in January. The losses sus- 
tained in the early months of the year were 
caused by the cave in at the main shaft of the 
Morning mine, the company’s principal pro- 
ducer in November, and which necessitated a 
cessation of operations until the middle of 
Febrvary, during which time the shaft was 
practically rebuilt. The company also ex- 
perienced considerable difficulty in getting 
back its old crew. 


GRANBY CONSOLIDATED—Two New 
Convertors at Anyox Smelter—Within the 
next two months, two new convertors now 
under construction at the Anyox smelter of 
the company should be completed and their 
operation started. A material saving in the 
company’s costs at that point should then ac- 
crue. The plant’s four furnaces have been 
operating at capacity, as has been reflected in 
the recent heavy production. Midas mine in 
Alaska will probably resume shipments of ore 
to the Anyox smelter by July. 

GREENE CANANEA—Operations—At 


the properties of the company are about un- 
changed from what they were a few weeks 
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ago, according to an official of the company. 
Production figures for April are expected to 
be something around what they were in 
March, when 4,480,000 Ibs. of copper were 
turned out. 


INSPIRATION CONSOLIDATED— 
Estimated April Output—April production 
of the company is expected to be larger than 
the output reported for March, when 8,750,000 
pounds were produced. Operations at the 
properties are showing further slight gains, 
and are nearer capacity than at any time since 
the strike of last summer. 


KENNECOTT—Holds 16,500 Shares of 
Utah Copper—Kennecott added 16,500 
shares of Utah copper stock to its holdings 
in the latter half of 1917. The Utah stock 
books show the former to be the owner of 
616,504 shares, which gives the Kennecott an 
interest of close to 40 per cent. in Utah Copper. 
The additional purchases enabled the buyer to 
average downward the stock which had pre- 
viously been bought at prices upward of $100 a 
share. It was stated that this company has made 
an offer for the control of the Mother Lode 
Mines which owns property adjoining the 
Bonanza mine of Kennecott in Alaska. It is 
claimed that Mother Lode has copper values 
approximately $8,000,000. It is understood 

ennecott will buy on a basis that means bet- 
ter than $1 a share for Mother Lode and that 
Kennecott will pay off all Mother Lode bonds 
and put up $500,000 for working capital. 


MAGMA—Revenues—The balance for 
dividends in 1917 were $1,067,986 as compared 
with $1,097,333 in 1916. The net production 
after deducting concentrating, smelting and 
refining losses was 10,148,632 lbs. of copper, 
537,994.84 ozs. of silver and 5,978,699 ozs. of 
gold. The net cost of producing copper, in- 
cluding depreciation and all other charges and 
deducting the revenue from the silver and gold 
was 16.0lc. per pound and the average selling 
price was 26.423c. per pound. The correspond- 
ing costs ‘and average selling price for the 
preceding years were 11.77c. and 25.433c., 


respectively. 


MIAMI—Earnings—The total income for 
1917 was $3,204,261 as compared with $7,366,- 
196 in 1916. After dividends there was a 
deficit of $3,332,986. The company earned 
$4.28 a share against $9.81 in 1916. Net pro- 
duction of copper during 1917 was 43,863,699 
pounds from the treatment of 1,640,206 tons 
of ore. The mill recovery was 69.25%, of 
which 95% was returned in mercantable cop- 

r by the smelting and refining company. 

he net production of copper for the first six 
months of the year was 30,597,006 pounds. On 
the second of July all men in the district went 
on strike and production ceased for seven 
weeks. Normal production was not reached 
till December. 

NEVADA CONSOLIDATED—Produc- 


tion in 1917—Of refined copper was 82,040,- 
508 pounds as compared with 90,735,287 


pounds in 1916. In addition 9,259,104 pounds 
were produced from treatment of ores on toll 
contract. Net reserves of developed ore re- 
maining in Copper Flat and Ruth mines at the 
close of 1917 totaled 70,025,322 tons, containin 
average of 1.58% copper against 67,993,117 
tons averaging 1.59% copper at the close of 
1916. Net increase in developed reserves for 
the year exceeded by over 2,000,000 tons the 
quantity mined during the year. 


NORTH BUTTE—Shipments in 1917— 
During the year there were shipped 304,647 
wet tons of ore and 31 wet tons of precipitates, 
and there wefe treated at the smelter 296,750 
dry tons of ore and 23 dry tons of precipitates. 
Of this ore 7,202 dry tons, or 2.4% were first 
class, 263,436 dry tons, or 88.8%, second class, 
and 26,112 dry tons, or 8.8%, third class. This 
ore produced 14,493,452 pounds of fine copper. 
662,845.79 ounces of silver and 958,993 ounces 
of gold. There were also mined 5,872 wet 
tons of zinc ore and there were treated 5,770 
dry tons, which produced 1,222,482 pounds of 
zine and 8,800.67 ounces of silver. 


QUINCY—Output-Was 22,195,577 Ibs. in 
1917—The output of 35,785,490 pounds of 
mineral yielded 22,195,577 pounds refined 
copper. Increased cost of producing copper 
was due to the advance in the cost of all sup- 
plies required in the operation of the mine 
and smelting works, increase in wages es- 
tablished Jan. 1, 1917, scarcity of labor and 
inefficiency of new employees. Copper pro- 
duced last year was sold at prices ranging 
from 23% cents to 37 cents a pound, with the 
exception ‘of 577,000 pounds at 16.67 cents, 
which represented the company’s proportion 
of the special sale to the Government. 


RAY CONSOLIDATED—Earnings in 
1917—The net profit for 1917 was $9,701,- 
170 compared with $11,716,427 in 1916. They 
were equal to $6.15 a share as against $7.42 a 
share earned in 1916. During the year 3,560,- 
704 tons of ore were mined, leaving ore re- 
serves of 812,522 tons, averaging 2.048% cop- 
per. Gross production of copper was 92,207,- 
356 pounds. 


UTAH—Earnings for 1917—The balance 
available for dividends in 1917 was $28,695,495 
compared to $39,148,943 in 1916. This was 
equal to $17.66 a share, against $24.09 in 1916. 
During 1917 a reserve veas set up of $5,015,000, 
which was the estimate of all taxes as nearly 
as then could be made. The usual amount for 
depreciation of plants, approximately 5% of 
total cost, was set aside and included in 
operating expenses. The net production of 
copper was 195,837,111 pounds at 24.186 cents 
a pound. Gold production was 51,112 ounces 
at $20 an ounce, and silver production 498,820 
ounces at 32,348 cents an ounce. Net cost of 
copper production, after deductions was 10.995 
cents a pound compared with 6.95 cents in 
1916. The considerable advance in cost can 
only be explained by greatly increased prices 
of labor and supplies, and reserves for taxes. 
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CALIFORNIA PETROLEUM—Earn- 
ings for 1917—The net earnings for 1917 
were $2,462,277, as compared with $1,511,658 in 
1916. Exhaustion of deposits and reserves 
were allowed at 5 cents each per barrel on 
gross production of 3,079,782 barrels in 1917, 
against 3,684,508 barrels in 1916, 4,440,139 bar- 
rels in 1915 and 5,516,784 barrels in 1914. After 
taxes, charges and dividends on the preferred 
stock the surplus was $784,775. 


COSDEN—Operations—The company 
has at the present time 70 pressure stills com- 
pleted and all are in operation. The company 
is now refining on an average of 15,000 bar- 
rels of crude oil daily. It is planned to build 
30 additional stills of the same type during the 
ensuing year. The company is considering the 
distillation of crude shale, no tests have been 
made as yet. It is understood, however, pro- 
duction of shale oil will be developed in the 
near future. The company has recently pur- 


chased large acreage in Texas and is gathering 
oil lands whenever it has the opportunity to 
pick them up at reasonable prices. 


IMPERIAL OSAGE DEVELOPMENT 
—Referee in Oil Suit Upheld—The referee 
in the suit for $1,400,000 worth of stock of 


the Co. was sustained partly in the Supreme 
Court by Justice Donnelly in motions made 
to remove him. The suit has been brought 
by the executors of the estate of Theodore 
N. Barnstall, who claimed ownership of 14,- 
000 shares of the Co. The papers showed 
that this was capitalized for $2,000,000 and it 
was claimed that stock certificates to the 
extent of $6,000,000 were outstanding. Ob- 
jections to the referee was made because 
he had received a report of a public ac- 
countant, who tried to analyze the issuance 
of the stock certificates. 


MIDWEST REFINING—Earns $16,- 
534,000 in 1917—The net income was $16,- 
536,847 for the year. After deducting $2,410,- 
036. for depreciation and $2,762,144 for Federal 
income and excess profits taxes, net earnings 
available for dividends was $11,364,667, equiv- 
alent to 44.5 per cent. on the stock, compared 
with 41 per cent. earned in 1916. Current 
assets at the close of the year amounted to 
$11,379,520, compared with $690,918 current 
liabilities. Cash was $3,862,203 and accounts 
and notes receivable totaled $3,282,514. The 
company acquired the entire assets of the 
Greybull Refining Company and has absorbed 
that company. 


OKLAHOMA P. & R. OF AMERICA— 
To Do Business in Texas—Company, which 
has a capital stock of $25,000,000, has been 
granted a permit to do business in Texas. It 
will make its Texas headquarters at Fort 
Worth. The company plans to enter the Texas 
oil producing industry on a large scale, and 
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will construct a refinery. It has obtained oil 
leases on large areas of land in the shallow 
well district around Brownwood and Cisco. 


PRAIRIE OIL & GAS—Earned $56 a 
Share in 1917—The company for the year 
ended Dec. 31, 1917, earned $56 a share on its 
stock, compared with $88-.in the preceding year. 


PRAIRIE PIPE LINE—Report—Of this 
company for year ended December, 1917, indi- 
cates earnings of $37 a share on its $27,000,000 
— stock, compared with $45 a share in 


STANDARD OIL OF CALIFORNIA— 
Receivership Denied—The receivership 
sought by the Government in its suit to re- 
cover fifteen quarter sections of oil land in 
Kern county from the company, the Associated 
Oil Co. and others, was denied in the United 
States District Court. The court, however, 
granted a restraining order asked by the Gov- 
ernment to prevent development work or sale 
of the properties and requiring operating re- 
ports and accountings. 


. rece peo yo = OF NEW YORK— 
erved with Complaint Regarding Magnolia 
—The Federal Trade Commission aaieed a 
complaint on the company charging that dur- 
ing the present year it has acquired a large 
part of the stock of thé Magnolia Petroleum 
Co. and owns this stock now. The complaint 
alleges that the effect of this acquisition of 
stock may be to lessen substantially compe- 
tition between the two companies to restrain 
commerce in petroleum and its products or 
to tend to create a monopoly.in that business. 
The usual 30 days are given in which to file 
an answer to the complaint. Hearings before 
the Federal Trade Commission have been set 
for June 11. 


TEXAS CO. — Subsidiary to Extend 
Pipe Lines 100 Miles—Immediate construc- 
tion by its subsidiary the Texas Pipe Line Co. 
of an 8-inch oil pipe line topping its present 
systems at Fort Worth, Tex., and extending 
into new fields near Ranger, Tex., a distance 
of about 100 miles, together with the neces- 
sary branch lines and gathering system will 
be begun. The company has a substantial pro- 
duction in these new fields which extend over 
several counties. It has thousands of acres 
under lease and many drilling rigs running. 
All surveying and other preliminary work has 
been completed. 


VACUUM OIL—Extra Dividend—The 
company declared a regular semi-annual divi- 
dend of $3 a share and an extra dividend of 
$2, payable May 15 to stock of record May 1. 
Owing to the delay in receiving information 
from distant branches, it is not yet possible to 
— a statement of earnings for the year 











UNLISTED SECURITIES 
U.S. Light & Heating’s Status 


Its 1917 Showing—Is There Any Hope for Dividends?— 
Estimate of Value of Stock 











By W. L. SCOTT 





ITTLE or no information has been 
given out about the most inter- 
esting factor connected with this 
company. Reports in regard to 

war contracts, large earnings, increased 
sales, the development of its automobile 
lighting and starting apparatus and million 
dollar contracts therefor, the development 
of a market for its shares, and purchases 
of stock by large interests have been very 
plentiful. But the vital factor, which may 
seriously affect the value of its stocks and 
bonds, has received no publicity or com- 
ment. It is possible that the difficulty of 
an investigation of this factor has deterred 
those interested from presenting it fully to 


prospective purchasers of the company’s 
stock. 
Adverse Decision in Patent Litigation 


In 1912, the Safety Car Heating & 
Lighting Company began an action against 
the predecessor of the United States Light 
& Heating Corporation, for alleged in- 
fringements of eight claims of the Crevel- 
ling patent No. 747,686, involving the elec- 
tric lighting systems which the company 
had been. using in its railroad lighting de- 
vices. On Dec. 11, 1914, the United States 
District Court at Buffalo found that the 
U. S. L. & H. had infringed all eight 
claims and issued an injunction restrain- 
ing the manufacture of such devices and 
ordered an accounting. An appeal was 
taken, and the Circuit Court of Appeals 
affirmed the judgment. 

No damages have yet been collected and 
the action for accounting is still pending. 
Such damages have been estimated at be- 
tween $500,000 and $700,000 and there 
seems no reasonable doubt but that the 
Safety Company will recover a large sum. 
After this action was begun and before the 
judgment was obtained, the U. S. L. & H. 
Company went into the hands of receivers 
and they were substituted as defendants in 


the proceedings. The property which they 
received from the old company was made 
chargeable with the final judgment in the 
action. The exact arrangement made by 
the receivers with the new company, when 
they transferred the assets of the old com- 
pany to it, has not been brought out in this 
investigation. It has been impossible to get 
accurate information about it. 

In its mortgage to the Guaranty Trust 
Company, the present company covenanted 
that it will preserve good and indefeasible 
title to all the trust estate and will warrant 
and defend the same to the Trustee against 
the claims of all persons whomsoever. This 
would undoubtedly include any claims 
which the Safety Company would recover 
through its infringement suit. 

Reorganization 

The United States Light & Heating Cor- 
poration was a reorganization of the old 
United States Light & Heating Company of 
Maine, incorporated in 1908. The old 
company had outstanding $2,500,000 par 
value of 7 per cent cumulative preferred 
stock and $12,600,150 par value of com- 
mon stock, a total capitalization of $15,- 
100,150. The shares were of a par value 
of $100 each. It in turn, was a consolida- 
tion of the Bliss Electric Car Lighting 
Company of Milwaukee and the National 
Battery Company of Buffalo. It also con- 
trolled the United States Light & Heating 
Company of New Jersey. It manufactured 
electric lighting and heating apparatus for 
railroad trains in which the generating 
power is taken from the axles. It owned 
or controlled patents on a roller bearing 
power transmission in which the strain is 
taken away from the armature bearing. 
Storage batteries enable the continued use 
of light for six days without the wheels be- 
ing turned. In 1912, the company acquired 
the rights for the manufacture and sale of 
an electric lighting and starting device for 
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automobiles. Its plant was located at Ni- 
agara Falls and the company’s lighting sys- 
tem had been installed on over fifty rail- 
roads. 

On July 14, 1914, a receiver was ap- 
pointed but he did not last very long. On 
July 22 the order appointing him was va- 
cated and other receivers appointed. On 
April 5, 1915, the debts of the old company 
with expenses for receivership amounted 
to about $800,000. A reorganization was 
effected whereby the preferred stockhold- 
ers of the old company, upon payment of 
$15 a share, of their original holdings were 
permitted to exchange each share of their 
stock for ten shares of the stock of the new 
company. The holders of the common 
stock received $5 par value of new pre- 
ferred stock and $20 in new common stock 
upon payment of $2.50 a share on their 
original holdings in the old company. A 
bond issue of $1,000,000 was planned and 
stockholders offered the right to subscribe 
to them upon paying $875 and interest for 
each $1,000 bond. They were given a 
bonus of $1,000 of common stock with each 
bond. The holders of less than 100 shares 
of preferred and 2,500 shares of common 
out of over 90,000 shares deposited with the 
Stockholders’ Protective Committee failed 
to pay the assessment under the reorganiza- 
tion plan. Over $1,000,000 was raised and 
this was sufficient to pay all the matured 
claims in full and to leave the present 
company some working capital. It was 
incorporated in New York on June 28, 
1915. 


Capitalization 
There is outstanding $3,778,250 par 
value of the common stock out of a total 
authorized issue of $4,000,000 and $2,995,- 
150 par value of 7 per cent non-cumulative 
stock out of $3,000,000 authorized, par 


value $10 each. Its funded debt consists 
of $1,000,000 of 6 per cent first mortgage 
bonds, dated June 1, 1935. They are call- 
able at 105 and interest on any interest 
date. A first mortgage on its entire prop- 
erty secures them and a sinking fund be- 
ginning in 1920, is provided to retire them 
at maturity. The total capitalization is 
$7,773,400, less than one-half that of the 
old company. 

The company was not freed from all 
legal entanglements. In December, 1915, 


an action was begun and its president was 
charged with having too many dummy di- 
rectors on the board and refusing to allow 
a board of its real owners. In March, 
1916, six directors resigned and men more 
prominently identified with its business 
were elected. The company subsequently 
sold part of the unissued common stock and 
disposed of the remaining $500,000 bonds. 


Earnings 


Its income statement is made public only 
once a year. Its net earnings for the year 
ended June 30, 1916, were nil. In fact, 
its operations resulted in a deficit of $211,- 
397. This did not include interest charges 
and reserve for bad accounts of $37,009, 
and extraordinary expenditures of $83,387. 
The total deficit was $331,792. 

The company did much better in its 
1917 fiscal year, which showed a surplus 
of $4,884, after interest, etc. This 
amounted to practically nothing earned on 
its preferred stock. Its sales amounted to 
$1,751,365 in its 1916 fiscal year and were 
increased to $3,017,874 or by 71.7 per cent 
in 1917. The manufacturing cost for 1916 
absorbed 89.3 per cent of the sale prices 
and only 84.8 per cent in 1917. This 
showed a healthy increase in sales and an 
excellent decrease in manufacturing costs. 
Selling, administration and other expenses 
also decreased from $398,057 to $373,142 
or by $24,915. 

If the same rates of increase of sales and 
decrease of manufacturing cost could be 
maintained over a period of years, its de- 
ficit would be made up and stockholders 
might reasonably expect to receive some 
dividends eventually. But such an in- 
crease can hardly be expected, although 
some growth ought to result. However, the 
decrease in the passenger traffic on the rail- 
roads has had a serious effect on that 
branch of its business. 

It was hoped that its electric starting 
device would become successful. But it 
was a costly experiment and could not com- 
pete with lower priced ones. It has been 
successful in having its storage batteries 
installed in some of the well known auto- 
mobiles. Willys-Overland, Briscoe, Allen, 
Chevrolet, Olympian and other companies 
use them in all or a number of their models. 
The U. S. Government has also become a 
user of them. 
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It is unfortunate that the company makes 
no reports of its sales or earnings other 
than its annual one and no proper estimate 
can be made of its current business. The 
net earnings of the old company were re- 
ported to have been $346,930 in the year 
ended June 30, 1913, $355,895 in 1912, 
$327,859 for year ended Dec. 31, 1911, 
and $161,330 for 1910. There are no re- 


ports of net earnings for 1909 and 1914, 


and 1915 available. 
Value of Stock 


The outstanding asset on its June 30, 
1917, balance sheet was “patents and good 
will” carried at a valuation of $4,606,832. 
Its tangible and current assets were $3,- 
629,573, and current liabilities were-$789,- 
914, leaving a balance of $2,839,659. Its 
bonded debt was $1,000,000 and the net 
asset value of its preferred stock was about 
$6 a share compared with a par of $10. 
There was no net tangible asset value be- 
hind its common stock. 

This value does not take into account 
the result of the patent litigation with the 
Safety Car Heating & Lighting Co. 
Another action between the same companies 
involving other infringements was decided 
in favor of the U. S. Light & Heat and the 
action thereafter appealed, but the appeal 
was abandoned. 

The company has some actions pending 
against the Safety Car Company for in- 
fringement of the Bliss stop charge and sus- 


pension patent. They have not been heard. 
The stop charge patent was involved in 
another suit brought by the U. S. Light & 
Heating Co. against the Consolidated Ry. 
E. L. & E. Co., in which it was held that 
the U. S. Light & Heating Co. had not 
made out a case of infringement and that 
there was some doubt as to the operative- 
ness of the patent. An appeal from the 
decision is now pending. 
Conclusion 


The bonds of the company are specula- 
tive. The assets which the company ob- 
tained from the receivers of the old com- 
pany were burdened with a lien for the 
amount of any recovery in the Safety Car 
Company’s infringement set by an order 
dated prior to the mortgage. It is rather 
difficult to see how these bonds constitute 
a first lien on the property, although stated 
so to be in the mortgage. But there are 
tangible assets to cover both, if a substan- 
tial part of their value could be real- 
ized. But earnings have not yet been 
sufficient to make them an _ investment. 
The preferred stock is more speculative, al- 
though in the course of years, it may re- 
ceive some dividends. The fact that it is 
non-cumulative also detracts from its pos- 
sibilities for a long pull. The common 
stock, in view of the disappointment over 
the earnings of the company, can be only 
considered as being far removed from divi- 
dends, and nothing but a speculation. 








Editor, The Magazine of Wall Street. 
Dear Si 


Sir:—The German high army command started their terrific drive on the West Front 





on the morning of March 21. The next day, Saturday, a considerable amount of long stock 
came to market; holders fearing the worst unloaded a part of their holdings at least. The 
market, on average, showed a considerable loss for the two hour session. 

The Sunday which intervened brought news of the further development of the Hun 
offensive and the withdrawal of the Allies before the overwhelming numbers of the attackers. 
The market opened a point or two lower all around, and there were sizable offerings of all the 
leading stocks. Fifty thousand shares of Steel Common changed hands during the first fifteen 
minutes of trading, but it was a singular thing that the opening quotation, 8644, was the low. 
Every share that was offered was quickly taken. Before the gong sounded to cease trading 
that afternoon Steel rallied to 8944, closing with a net gain for the day. The total turn-over 
in Steel was approximately 170,000 shares. 

One of the largest buyers of Steel on.the morning of March 25 was Jesse Livermore. He 
t Steel “when everyone was feeling gloomy,” and so they 
were. That was the reason that the opportunity appeared to buy it over ten points down from 
a recent high.. About one month later, the news came overnight that the Germans’ second 
Fi c effort had been successfully checked. Steel opened that morning at 96, and Mr. 

vermore sold, taking a nice profit. He bought on gloom and sold on glory, which is the 
only sure winning system in Wall Street. 
Yours truly, 


is quoted as saying that bou 


Market Observer. 
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AETNA EXPLOSIVES—March Earn- 
ings—The earnings of the company in the 
month of March are expected to be reported 
within the next few days, and estimates place 
them at close to $400,000. This is a consider- 
able improvement over the showing in Feb- 
ruary, when net earnings were only $30,385, 
after paying about $100,000 in fees to attorneys 
and receivers. 


CHICAGO PNEUMATIC TOOL—New 
President—Herbert A. Jackson, formerly 
connected with the Bethlehem Steel, has been 
elected president of the company in place of 
W. O. Duntley, resigned. The company’s busi- 
ness in January and February showed the best 
results that the company has ever had. Its 
plants are running at capacity and have about 
six months’ orders ahead. The bulk of the 
company’s Government orders is composed of 
shipbuilding tools, while there is also a big 
demand for pneumatic and electric tools, com- 
pressors and oil engines. The company is 
developing a new line in the manufacture of 
motor trucks of from 3% to 7 tons capacity. 


DU PONT POWDER—Operates Govern- 
ment Powder Plant—A large plant for pack- 
ing powder will be built near Richmond, Va., 
by the War Department. It is rumored that 
the cost will be $3,000,000 and the completed 
plant will employ 3,000 operatives. The site 
embraces 1,740 acres of land in Henciro county, 
six miles from Richmond, and E. I. du Pont 
de Nemours & Co., Wilmington, Del., will 
operate the plant for the Government. 


FISK RUBBER—Expect Gross in 1918 
to: Exceed $50,000,000—The company and its 
subsidiary, Federal Rubber, promises to do a 
gross business in 1918 of better than $50,000,- 
000. This places it among the first five of the 
tire producers of the country. In 1917, sales 
were over $29,000,000. Recent months have 
shown a very handsome gain in new business. 
In March, it did 33 per cent. more business 
than in the same month of last year. Federal 
Rubber, which did $8,000,000 gross in 1917, ex- 
pects to do close to $20,000,000 this year. 
a earned nearly 21 per cent. on common in 
1917. 


LIMA LOCOMOTIVE—Shows Great 
Progress—Since it entered into competition 
with the two other locomotive concerns, ten 
years ago, it has made unusual strides. Earn- 
ings are now at the rate of around $40 a share 
on the common stock after providing for the 
interest and sinking fund on the $1,800,000 
first mortgage 6 per cent. bonds, due 1932, and 
the fee ay per cent. dividends on the cum- 
ulative preferred stock. The common stock 
has not yet been placed in the dividend list. 
Lima completed an order for 300 large loco- 
motives for the New York Central recently, 
making deliveries on scheduled time. Another 
large order has been placed by the New York 
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Central. It has capacity operations booked for 
two years and has provided for all materials. 


LUDLOW MANUFACTURING AS- 
SOCIATES—Votes Extra Dividend—The 
directors of the company have declared an 
extra dividend of $1 a share, in addition to 
the usual quarterly dividend of $1.50 a share 
— June 1, to holders of record 

ay 1. 


STANDARD SCREW—Expect Special 
Dividend to Be Discontinued—The company 
will probably discontinue its special 26 per 
cent. dividend. It is expected that the regular 
dividend of 24 per cent. will be continued as it 
has been for the past two years. The com- 
pany has not had the large volume of business 
in 1917 that it had in 1915 and 1916. The 
stock is backed by assets of more than 7 times 
the par of first preferred, 444 times the class 
B preferred and more than double the par of 
the common. It has very little indebtedness, 
but directors are now planning to provide a 
working capital even greater than the very 
large amount now at hand in order to pre- 
pare for any possible emergency. 


UNION SWITCH & SIGNAL—Plans In- 
creased Production—The company has re- 
cently purchased equipment to increase the 
facilities of its forge shop. Its purchases in- 
clude two 3,000-Ilb. steam drop hammers and 
one 1,800-lb. steam drop hammer and press, 
which, added to the company’s equipment of 
two 5,000-lb. steam hammers and more than 
20 board drop hammers from 3,000-lb. down, 
will place it in a position to handle additional 


orders for forgings for automobiles, war 
trucks and airplane parts. 
UNITED MOTORS—To Absorb Sub- 


sidiary—In response to an offer from the 
corporation to purchase all of the property and 
assets of the Perlman Rim Corporation, the 
stockholders of the Perlman corporation have 
been called to meet May 13 to vote on a reso- 
lution to dispose of the property and assets 
and dissolve the corporation. The United Mo- 
tors heretofore has had a controlling interest 
in the Perlman company. The transfer of 
assets will permit the Perlman factory to be 
operated as a unit of the Motors Corporation. 
This is expected to result in a substantial sav- 
- in operating expenses. Similar action was 
aken not long ago with the Hyatt Roller 
Bearing Co. 


UNITED STATES STEAMSHIP— 
Subsidiary Receives Government Order— 
United States Shipping Board recently 
closed a contract with nit Groton Iron Works, 
a subsidiary of the United States Steamship 
Co., for six ships of 9,400 tons each for 1919 
delivery. The total amount is $10,260,000. A 
tentative order for six more vessels also has 
been signed. 
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General Motors Common 
Present Market Position of This Unusual Stock 





By THOS. L. 





HE common stock of the General 
Motors Corporation occupies a 
; rather unique position in the 
stock market. Its only competi- 
tor for first honors in the field of wide 
fluctuations, Bethlehem Steel, has been out- 
distanced long since. The honors belong 
solely to General Motors and the clique 
who are largely responsible for its erratic 
movements from day to day. It is indeed 
a dull day in the market when General 
Motors does not move as much as three 
points between 10 a. m. and 3 p. m., and 
a range of five points daily is nothing ex- 
ceptional in this stock. 

In this article I do not propose to go 
deeply into an analysis of earnings, yearly 
statements and future prospects. All the 
vital factors which can be charted are, 
however, presented in the graph which ap- 
pears herewith. I will deal chiefly with the 
position of the stock from a_ technical 
standpoint. 


Early Market History 


The career of the earlier concern, the 
New Jersey corporation, incorporated in 
1911, was. quite uneventful, from a stock 
market point of view, until 1914, while 
real events did not transpire until the start 
of the great boom in 1915. During 1911 
General Motors earned 15.64 per cent on 
its common stock; 17.45 per cent in 1912; 
38.91 per cent in 1913, and 37.58 per cent 
in 1914. The showing for 1914 was re- 
markable, considering the fact that busi- 
ness was paralyzed in the latter months of 
the year by the outbreak of the war. These 
big earnings foreshadowed what was to 
happen later on when, confidence restored 
by the influx of millions of dollars’ worth of 
war orders to the United States from the 
Allies, business began to move forward 
with giant strides. 

The price range for General Motors, 
common, for 1911 was 5134-35; for 
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SEXSMITH 
1912, 427-30; for 1913, 40-25 and 


99-373g for 1914. During the last year 
mentioned it had begun to appreciate in 
conformity with the high rate of earnings, 
and had normal conditions prevailed 
throughout the whole year it is quite prob- 
able that General Motors would have 
crossed par and gone considerably higher 
than par before the year had closed. It 
was, however, during the following year, 
1915, that the real fireworks in General 
Motors began. From a low at 82 it started 
in early in the year to soar in price, and 
never so much as halted in its starry course 
until a high for the year at 558 was 
reached. Earnings for the fiscal year 1915 
jumped up to 81.33 per cent on the com- 
mon stock, and were showing progressive 
increases as the year advanced. The year 
1916, the greatest bull year since 1901, 
developed a race between the common 
stock in the market and the rate of earn- 
ings. The former won the honors, ad- 
vancing to a final high at 850, while earn- 
ings reached 168.06 per cent for the year. 


Price Soars Beyond Reach 


Above 500 per share General Motors, 
common, became a speculation available 
only to the very rich; above 800 even the 
few who could indulge in such hefty 
financial transactions, such as a 500 lot 
deal required, refrained from taking ad- 
vantage of their opportunities, and, as a 
consequence, dealings around its high. 
figures were comparatively few. But if 
the public could no longer buy General 
Motors, because of its prohibitory high 
selling price, a way was soon found to 
bring it within the reach of the more 
modestly financed. The old tried and true 
formula of so many new shares for old 
was used, in this particular case, five for 
one being the ratio decided upon. 

In October, 1916, the General Motors 
Corporation of Delaware was incorpor- 
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ated. On the new basis of capitalization, 
the 165,118 shares of common stock in the 
old company became 825,590 shares in the 
new holding company. At a recent date 
768,333 shares of the new common stock, 
or their equivalent in certificates, were 
outstanding. How the new common stock 
has fared in the market is best shown by 
the graph which gives the monthly price 
range beginning with December, 1916, and 
carried down to the time of going to press. 
The highest price the new stock has ever 
sold at was in January, 1917, when it sold 
at 146%, which was equal to a price of 
730% for the old common issue. We will 
have further occasion to refer to this graph 
later on. 

The market situation in General Mo- 
tors, as the writer views it, is as follows: 
When the great rise in it began in 1915 the 
stock was still largely in the hands of the 
original owners. The advance, once begun, 
was so rapid that a comparatively small 
part of this stock passed into the hands of 
outsiders in the course of the advance. 
The public does not buy heavily on ad- 
vances. When it begins to buy generously 
advances are usually over or near the top. 
Passing beyond normal figures for specu- 
lative issues, the stock was very quickly 
put beyond the reach of the average oper- 
ator. 


An Opportunity Missed 


When the new corporation was finally 
organized and the old shares split into fives, 
the unusual distributive opportunity pre- 
sented by the million share day markets of 
September, October, November and the 
early part of December, 1916, had passed. 
At best, the year 1917 was a poor year for 
distributing stocks to the public. Most 
persons who had funds available for invest- 
ment or speculation had bought during the 
fall of 1916 and were still pretty well 
loaded up, and the majority had either 
taken formidable losses or had large paper 
losses on their holdings to contend with. 
However, some stock was undoubtedly dis- 
posed of in the period between the initial 
trading in the new stock and July, 1917. 
Weakness in other motor shares during 
part of this time worked against a success- 
ful distribution of General Motors. 

Notwithstanding these difficulties, enough 
stock was apparently sold to weaken its 


market position in the late summer, and 
the stock declined rapidly from its July 
high, 1247, to a low in November at 
744%. At the latter level it was selling 
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at a price equal to 372% for the old Jer- 
sey corporation stock. This represented a 
decline of 47714 from the extreme high 
of 1916. Earnings held up remarkably 
well during this period. For the fiscal 
year 1917, 34.20 per cent was earned on 
the new stock after allowances for war 
taxes, or at a higher rate, proportionately, 
than for the previous year. On the basis 
of earnings position it was difficult, indeed, 
to explain the great slump in the market 
price of the stock. 

In the latter half of November, 1917, 
the market began to take cognizance of the 
fact that General Motors earnings were 
holding up at the record rate, and there 
was a sharp turn for the better in the mar- 
ket trend of the stock. A large short in- 
terest had accrued during the five months’ 
decline from July high levels, and was 
severely punished. Had General Motors 
been thoroughly distributed instead of be- 
ing closely held, punishment such as was 
meted out to the shorts on the jump from 
75 to 141 would have been impossible. 
The public was not in the market in force 
at any time during the entire movement. 

The last upward swing of the stock, 
which carried it from around 105 to above 
140, apparently disposed of all the re- 
maining short interest. Its fluctuations 
since making 135 for the first time this 
year have been terrific, and such a persist- 
ent churning up and down of the stock as 
occurred first between 131 and 141, and 
later between 130 and 115, could, in a 
normal market where there was a fair de- 
gree of public participation, mean only 
one thing, coming after an unusual rise, 
and that one thing—distribution. 

Distribution Probably Unfinished 

Whether General Motors has at last 
been distributed, whether it is still in the 
process of distribution or whether it is yet 
to be pushed to figures even higher than 


reached last February is what most of us 
desire to know. The writer’s opinion is 
that the stock has not as yet been thor- 
oughly distributed, and will in all prob- 
ability meet good support at regular inter- 
vals from those who still control the larger 
portion of stock holdings. On that ac- 
count, it can be bought with some confi- 
dence whenever, due to selling pressure, it 
may be forced down smartly in the market. 
On the other hand, since the apparent in- 
tention is to distribute stock on favorable 
opportunities, it should net be purchased 
after any vigorous rise. 


Reduced Production 


To what extent the reduction in the 
output of passenger automobiles may be 
offset, from an earnings standpoint, by re- 
sults from war crders, trucks and tractors, 
is purely conjecture. The supposition is 
that such a drastic cut in normal produc- 
tion is bound to be reflected in reduced 
earnings. But the fact remains that these 
things will adjust themselves in time, and 
if the distribution of General Motors stock 
has not as yet been thoroughly consum- 
mated, the stock should be fairly well 
maintained under all circumstances, and 
certainly should be subject to vigorous 
rallies from time to time. 

The plan whereby General Motors is to 
absorb the Chevrolet Motor Company calls 
for an authorized issue of $150,000,000 of 
common, of which $105,141,700 worth is 
to be outstanding. This will serve to in- 
crease the supply of General Motors stock, 
a New York Stock Exchange listing, at 
the same time doing away with the present 
outstanding stock of the Chevrolet com- 
pany, the shares of which were never listed 
on the Exchange. To that extent it will 
mean more General Motors stock for gen- 
eral trading purposes, and increase the 
difficulty of advancing it in the open mar- 
ket. 


SERS 











Practice of Loss Limitation 
Practical Methods of Using Stop Loss Orders 





By FRANK C. FORSYTHE 





INY one who operates actively in 
the stock market is almost cer- 
tain to come to the point in his 
operations where he must make 

a decision either for or against the use of 
stop loss orders. His decision will often 
determine whether or not he is to continue 
trading for any considerable length of time. 
The answer to the question of the desir- 
ability of the use of stops can be found 
indisputably entered upon the books of 
any brokerage house. Most of those who 
regularly use stops in their trading con- 
tinue to trade year in and year out; those 
who do not use them, unless backed by 
almost unlimited capital, are almost cer- 
tain, at one time or another, to be either 
forced to stop trading through impairment 
of funds, or, because of large losses sus- 
tained, lose courage and quit rather than 
expose themselves to further losses. 

The favorite theory put forth by those 
who oppose the use of stops is to the effect 
that if, in one’s judgment, a stock appears 
to be a good purchase at $100 a share, 
surely it is a better purchase ten, twenty, 
thirty and possibly fifty points cheaper. 
Because one may have purchased a stock 
at $100 and it later declines to $95, is no 
reason, according to this theory, why the 
buyer should give up his purchase at $95, 
thereby taking a five point loss plus cost of 
trading. Instead of getting out at $95 he 
should buy another lot, or at least hold 
his original purchase until the trade finally 
turned in his favor. 


When Judgment Fails, Stops 
Save the Day 


Against this the advocate of the use of 
stop loss orders maintains that if he were 
to make a purchase on his judgment at 
$100, the fact remains that he would not 
have done so had he any idea that the stock 
would first decline to $95 before moving 
upward. The moment the stock started 
down, after he had made his purchase at 
$100, he would have reason to suspect that 
his judgment was at fault. Suspicion as 


to the accuracy of his judgment would na- 
turally increase in ratio to the amount of 
the decline from his purchase price. 

Once a stock begins to move in either 
direction there is always difficulty in de- 
termining how far the movement may con- 
tinue before an important reversal occurs. 
Certain stocks have peculiarities of move- 
ment. Some acquire the habit of moving 
in swings of various point-lengths before 
reversing. But a stock which has been 
faithfully following a certain characteristic 
of movement for months, and even years, 
may without warning break out of its ac- 
customed channel at any time and go far 
into new fields. 


Stocks Swing Widely at Times 


In 1914 and 1915 General Motors and 
Bethlehem Steel sold for months under the 
50’s. A few months later both stocks had 
gone several times through their par value 
quotation, strewing the Street with the 
financial wrecks of those who sold them 
short on the way up, and who failed to put 
reasonable loss limits on their trades. 
What happened to traders who sold these 
and many other stocks short during the bull 
markets of 1915 and 1916, happened also 
to many who bought after the better part 
of the rise had occurred and who tried to 
hold their purchases throughout the whole 
of the long decline which has since oc- 
curred. 

While many experienced traders are con- 
firmed in the opinion that the use of stops 
is essential to lasting success, it is a fact 
that only a negligible per cent. of the trad- 
ing public consistently employs them in its 
trading. If the principles of loss limitation 
were more widely understood, more people 
would come to adopt this wise practice in 
their operations. Usually, when stop losses 
are mentioned, the trader thinks of a fixed 
or arbitrary number of points to be risked 
on a given trade. The most popular stop, 
and the one perhaps most commonly used 
in commission house trading, is the two- 
point stop loss. This means that when a 
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purchase is made—say at $50—the order is 
given the broker to sell the amount pur- 
chased on stop as soon as a sale may be 
made at $48 or under. 

The novice at trading is very apt to think, 
once he learns about stop losses, that he 
can insure himself against a loss of more 
than two points on any transaction by en- 
tering an order with his broker to that ef- 
fect. Of course, we know from actual prac- 
tice that there are times when it is impos- 
sible to execute stop loss orders at or even 
near the figures designated in advance. 
Higher or lower openings of any consid- 
erable amount; the sudden news of some 
exceptionally influential development af- 
fecting the whole market, or the individual 
stock, or the failure of a stock’s sponsors 
to support it in case large offerings come 
unexpectedly on the market, make it im- 
possible for brokers at times to execute stop 
orders at the figures specified. A stop order 
becomes a market order the moment the 
price indicated as the stop figure is made 
or exceeded. Once a sale occurs at the stop 
figure, or beyond it, the broker, having a 
stop order to execute, immediately becomes 
a bidder for the stock or offers it, as the 
case may be, in the open market. More 
often than not he will do business with a 
specialist in the particular stock, because 
the market for most stocks at all times is 
largely centered in the bids and offers en- 
trusted to the specialists. 


Stops Should Fit Trading Plan 


Besides the two-point stop, the three and 
five-point. stops are popular with traders. 
A gentleman who wrote a most interesting 
book on the subject of office trading once 
made an exhaustive investigation of a num- 
ber of active trading accounts, proving from 
the results of these actual trades that in a 
very large majority of instances a risk of 
not more than five points was all that the 
trade justified. It would seem, however, 
that the amount of risk allowable on any 
given trade should be in proportion to the 
expectancy of profit. The office trader who 
makes it his business to watch the market 
faithfully from time to time, and who usu- 
ally plays for the smaller turns in the 
active stocks, could not employ with profit 
so large a stop loss risk as the trader 
who plays for the larger and more 





infrequent swings in the stock market. 

As a general rule, the market has from 
four to six fairly wide movements each 
year. There is by no means any certain 
time schedule which controls these move- 
ments, but, to a certain extent, they are 
seasonal. Most years have what is known 
as the “January Rise” and the succeeding 
reaction. For many years now the so-called 
“Spring Rise” has not failed to material- 
ize, from which there has always been a 
goodly reaction. The late summer and early 
fall seems to be a favorite time in the year 
for what is generally the most important 
up-swing of the year. This, too, if it oc- 
curs, is quite sure to be followed by reac- 
tion or a new downward movement of rel- 
atively important extent. 


The Proper Stop to Use 


The operator who confines himself to the 
task of attempting to secure an advanta- 
geous position around what he supposes to 
be the starting point of these goodly moves, 
expects, if his judgment proves correct, to 
make a profit anywhere from five to twenty 
points, and sometimes even more, before 
he closes his trades. He is justified in 
backing his judgment to the extent of five 
points because expected profits are large. 
On the other hand, another class of trad- 
ers who aim to enter the market somewhat 
oftener, and whose expectancy of profit 
may not be quite so great as that of the 
seasonal swing trader, is justified in limit- 
ing losses on an initial trade to not more 
than three points. For still another class 
of traders, two points and even one point 
may be risk enough on any one trade. In- 
deed, there are some so-called tape readers 
and office traders who are successful in 
cutting their losses at times to a fraction 
of a point, but there are few of this class 
while there are many who can use the 
larger stops to advantage. 

While almost any method of stop loss 
limitation is superior to and safer than 
trading without stops, there are methods 
of applying this principle which are more 
effective than the use of the simple arbi- 
trary stop of one to five points. Some of 
the better and more practical plans for the 
scientific application of the loss limitation 
principle will be taken up and described 
in a second article. 
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MARKET STATISTICS 


Dow-Jones Avgs. 50 Stocks (No. 
40 Bonds 20 Indus. 20 Rails High Low Total Sales Issues) 

Monday, April 79.A2 79.55 69.19 68.43 569,200 183 
Tuesday, oe 78.30 79.45 68.52 67.98 450,500 177 
Wednesday, “ 78.01 79.26 68.40 67.82 389,600 179 
Thursday, 77.88 78.99 68.21 67.71 270,300 163 
Friday, 78.23 79.05 68.23 67.94 149,200 123 
Saturday, " 77.86 78.84 67.98 67.54 146,400 126 
Monday, ’ 77.79 78.84 68.07 67.62 182,400 147 
Tuesday, 78.68 7751 68.03 67.25 567,200 165 
Wednesday, 78.16 79.24 68.17 67.58 355,600 167 
Thursday, =a 76. 78.90 k 68.20 442,800 197 
Friday, . 78.64 . J 68.24 335,100 176 
Saturday, 78.59 , 68.18 157,900 128 
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IMPORTANT DIVIDEND ANNOUNCEMENTS | 


To Obtain a Dividend Directly from a Company the Stock Must Be Transferred into the 
Owner’s Name Before the Date of the Closing of the Company’s Books 





Last 
Div’d 


Ann, 


Rate Name 


6% Amer Bank Note c.. 14% 
8% Amer Beet Sugar c.. % 
7% Am Brake Shoe Fdyp2 % 
7% Am Brake Shoe Fdy ¢c 1%% 
6% Am Light & Trac p.. 14% Q 
10% Am Light & Trac c.. 2%% Q 
1%% Q 

7% Amer Shipbuilding p. 1%% Q 
7% Amer Sumat Tob p.. 3%% 8 
$6 Am Zin Lead & Sm p. $1.50 Q 

425% Atlantic Coast Line p. 24% 8 
$5 Atl G & W 18S p.. $1.25 Q 
$10 Ath G & WI SS c.. $5.008 


Bethlehem Steel n p. 2 % Q 
Bethlehem Steel p.. 1%% Q 
4% Brill (J G) Co. p...1 &Q 
7% Brown Shoe Inc p... 1%% Q 
$8 Buckeye Pipe Line.... $2.00 Q 


c 


Canada Cement p.... 1%% Q 
Canada Westinghouse 1\% 
Central RR NJ 

Cities Service Co p.. %%M 
Cities Service Coc... 4% M 
Cleve & Pitts RR rg 1%% Q 
Cleve & Pitts RRspgl %Q 
Clinchfield Coal Corpe 1 % Q 
Consolidated Gas 


A 
1 
2 


Q 
Q 
Q 
a 


8% 
7% 


7% 
7% 
8% 
6% 
6% 
7% 
4% 
4% 
7% 

D 


Delaware & Hudson.. 24% Q 
Detroit United Ry... 2 % Q 
DuP (B.1.) de N. p...1%% Q 
DuP (B.I.) de N. c...1%% Q 


6% Eastman Kodak p... 1%% Q 
10% Eastman Kodak c... 24% Q 
..+. Bastman Kodak c ex. 14% 


9% 
8% 
5% 
6% 


8% General Chemical c.. 
4% Gen Cigar Co. Inc 


e 
6% Georgia R & Pwr 1 p 
5% Georgia So & Fla 1 p 

Dp 
p. 


RRR 


Lee a2nleco 


5% Georgia So & Fla 2 
7% Goodrich (B.F.) Co. 
4% Goodrich (B.F.)) Coc 
$8  Greene-Cananea C Co. 
-.+. Gulf States Steel c..f 


p-xEge~¢° 


RSRRSS 


6% Havana E Ry L p.. 
6% Havana BD Ry L c.. 
6% Houghton Co Elec p. 
5% Houghton Co Elec c. 


oe my & 


to 
KRaex 
nnwme 


% 


I 
7% Illinois Central...... 1%% Q 
6% Illinois North Util p.. 14% Q 
$8 Indiana Pipe Line.. $2.00 Q 


Books 
Close Payable 


*May 1 
*July 13 
*June 21 
*June 21 
*Apr. 26 
*Apr. 26 
*June 15 
*Apr. 15 
*Aug. 15 
*Apr. 29 
May 1 
*June 10 
*Dec. 27 


*June 15 
*June 15 
Apr. 23 
*Apr. 20 
*May 31 


*Apr. 30 
*Dec. 20 
*Apr. 27 
*May 15 
*May 15 
*May 10 
*May 10 
*Apr. 26 
*May 9 


“May 4 
*May 16 
*Apr. 25 
*Apr. 25 


*May 31 
*May 31 
*Apr. 30 


*May 22 
*Apr. 24 
*Apr. 10 
*Apr. 27 
*Apr. 27 
*June 21 


May 15 
July 31 
June 29 
June 29 


May 
May 
July 
May 
Sept. 
May 
May 
July 
Feb. 


July 
July 
May 
May 


1 


Ann. 
Rate 


Last 


Name Div’d 


7% Jewel Tea 


7% Kaufman Dpt Stores p 1\%% 


Kerr Lake Mines Ltd $0.25 


Lehigh Coal & Nav.. 
Liggett & Myers Tob c 


Miami Copper 


Nat Biscuits p....... 
Nat Biscuit c...... 
Nat Evamel & Stpg p. 1 
Nat Bnamel & Stpg c. 1 
Nat Lead p 1 
. Nat Refin ¢ ex......f4 
New Jersey Zinc.... 4 
N.Y., Chi & St L1 p. 2 
1 
1 


PERE 
RRKKRRKKRRKR 
£226 LeELO 


& 


Norfolk Western p.. 
Norfolk Western c... 


oO 
Ohio Cities Gas c.... $1.25 Q 


Pacific Coast Co. 1 p. 
Pacific Coast Co. 2 p. 
Pacific Coast Co c... 
Pac Gas & Elec org p 
Pac Gas & Elec 1 p. 
Pacific Mail Steam p 
Penman’s Ltd p..... 
Penman’s Ltd c 
Penman’s Ltd c¢ ex... 
Pennsylvania R R.... 
Pittsburgh Coal c.... 
Pitts & W. Va. p.. 
Pressed Steel Car p.. 
Pressed Steel Car c.. $1. 
Proctor & Gamble c.. 
Pullman Co 


«= 


KRRFIRRVRRRKRRARRLA 
fOLLLOO OOLOLC LOCOCO 


Quaker Oats p 


Reading Co 1 p 


Shattuck Ariz Cop ... 
. Shattuck Ariz Cop x.. 
Sloss-Sheffield S & Le 
South Cal Edison c.. 
Standard Milling p... 
Standard Oil (Ind).. 
. Standard Oi! (Ind) ex 3 
Standard Oi] (N Y).. $3. 


SARRRRBY 
© £000 oO 


Uni’d Cig St of Am c. 
United Dyewood Cor p 


RRKKR 
£2000 


Westmoreland Coal.. 
12% Weyman-Bruton c...t 
8% Woolworth (FW) c.. 


RRR 


. Yale & Towne Mfg spl 5 % 


*Payable to stockholders of record 


tPayable in common stock. 


Books 
Close 


*June 20 


*Dec. 22 
*June 1 


*Apr. 30 
*May 15 


*May 15 
*May 1 


*June 29 
*May 18 
*June 10 
*May 11 
*May 24 
*May 1 
*Apr. 30 
*June 3 
*Apr. 30 
*May 31 


*May 17 


*Apr. 24 
*Apr, 24 
*Apr. 24 
*Apr. 30 
*Apr. 30 
*May 17 
*Apr. 22 
*May 6 
*May 6 
*May 1 
*July 10 
*May 15 
*May 7 
*May 15 
*Apr. 22 


*Sept. 16 
*May 1 


*Apr. 26 


Payable 


July 1 


Jan. 1 
June 15 


May 31 
June 


June 
May 


July 

June 1 
Sept. 14 
June 15 


Jan. 
Oct. 
June 


May 


of this date. 





